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question of whether an undivided fractional interest in real
property is an interest in a partnership. Rev. Proc. 2000-3
amplified.

Announcement 2000-88, page 460.

This document contains corrections to a removal of final reg-
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The IRS Mission

Provide America’s taxpayers top quality service by help-
ing them understand and meet their tax responsibilities

Introduction

The Internal Revenue Bulletin is the authoritative instrument
of the Commissioner of Internal Revenue for announcing offi-
cial rulings and procedures of the Internal Revenue Service
and for publishing Treasury Decisions, Executive Orders, Tax
Conventions, legislation, court decisions, and other items of
general interest. It is published weekly and may be obtained
from the Superintendent of Documents on a subscription
basis. Bulletin contents are consolidated semiannually into
Cumulative Bulletins, which are sold on a single-copy basis.

It is the policy of the Service to publish in the Bulletin all sub-
stantive rulings necessary to promote a uniform application
of the tax laws, including all rulings that supersede, revoke,
modify, or amend any of those previously published in the
Bulletin. All published rulings apply retroactively unless other-
wise indicated. Procedures relating solely to matters of in-
ternal management are not published; however, statements
of internal practices and procedures that affect the rights
and duties of taxpayers are published.

Revenue rulings represent the conclusions of the Service on
the application of the law to the pivotal facts stated in the
revenue ruling. In those based on positions taken in rulings
to taxpayers or technical advice to Service field offices,
identifying details and information of a confidential nature
are deleted to prevent unwarranted invasions of privacy and
to comply with statutory requirements.

Rulings and procedures reported in the Bulletin do not have
the force and effect of Treasury Department Regulations,
but they may be used as precedents. Unpublished rulings
will not be relied on, used, or cited as precedents by Service
personnel in the disposition of other cases. In applying pub-
lished rulings and procedures, the effect of subsequent leg-
islation, regulations, court decisions, rulings, and proce-

and by applying the tax law with integrity and fairness to
all.

dures must be considered, and Service personnel and oth-
ers concerned are cautioned against reaching the same con-
clusions in other cases unless the facts and circumstances
are substantially the same.

The Bulletin is divided into four parts as follows:

Part 1.—1986 Code.
This part includes rulings and decisions based on provisions
of the Internal Revenue Code of 1986.

Part Il.—Treaties and Tax Legislation.

This part is divided into two subparts as follows: Subpart A,
Tax Conventions, and Subpart B, Legislation and Related
Committee Reports.

Part lll.—Administrative, Procedural, and Miscellaneous.
To the extent practicable, pertinent cross references to
these subjects are contained in the other Parts and Sub-
parts. Also included in this part are Bank Secrecy Act Admin-
istrative Rulings. Bank Secrecy Act Administrative Rulings
are issued by the Department of the Treasury’s Office of the
Assistant Secretary (Enforcement).

Part IV.—ltems of General Interest.
This part includes notices of proposed rulemakings, disbar-
ment and suspension lists, and announcements.

The first Bulletin for each month includes a cumulative index
for the matters published during the preceding months.
These monthly indexes are cumulated on a semiannual basis,
and are published in the first Bulletin of the succeeding semi-
annual period, respectively.

The contents of this publication are not copyrighted and may be reprinted freely. A citation of the Internal Revenue Bulletin as the source would be appropriate.

For sale by the Superintendent of Documents, U.S. Government Printing Office, Washington, DC 20402.
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Actions Relating to Decisions of the Tax Court

It is the policy of the Internal Revenue Prior to 1991, the Service published acef those reasons. “Nonacquiescence” sig-
Service to announce at an early datguiescence or nonacquiescence only imifies that, although no further review
whether it will follow the holdings in cer- certain regular Tax Court opinions. Thavas sought, the Service does not agree
tain cases. An Action on Decision is thé&ervice has expanded its acquiescengath the holding of the court and, gener-
document making such an announcemergrogram to include other civil tax caseslly, will not follow the decision in dis-
An Action on Decision will be issued atwhere guidance is determined to be helgosing of cases involving other taxpay-
the discretion of the Service only on unful. Accordingly, the Service now may ac-ers. In reference to an opinion of a circuit
appealed issues decided adverse to tlygiesce or nonacquiesce in the holdingsourt of appeals, a “nonacquiescence” in-
government. Generally, an Action on Deof memorandum Tax Court opinions, aslicates that the Service will not follow
cision is issued where its guidance wouldvell as those of the United States Districthe holding on a nationwide basis. How-
be helpful to Service personnel workingCourts, Claims Court, and Circuit Courtever, the Service will recognize the
with the same or similar issues. Unlike &f Appeal. Regardless of the court decidprecedential impact of the opinion on
Treasury Regulation or a Revenue Rulingng the case, the recommendation of angases arising within the venue of the de-
an Action on Decision is not an affirma-Action on Decision will be published in ciding circuit.
tive statement of Service position. It is nothe Internal Revenue Bulletin. The Actions on Decisions published in
intended to serve as public guidance and The recommendation in every Actionthe weekly Internal Revenue Bulletin are
may not be cited as precedent. on Decision will be summarized as aceonsolidated semiannually and appear in

Actions on Decisions shall be reliedquiescence, acquiescence in result onlhe first Bulletin for July and the Cumu-
upon within the Service only as concluor nonacquiescence. Both “acquieskative Bulletin for the first half of the
sions applying the law to the facts in theence” and “acquiescence in result onlyyear. A semiannual consolidation also ap-
particular case at the time the Action omean that the Service accepts the holdingears in the first Bulletin for the follow-
Decision was issued. Caution should bef the court in a case and that the Serviégag January and in the Cumulative Bul-
exercised in extending the recommendawill follow it in disposing of cases with letin for the last half of the year.
tion of the Action on Decision to similarthe same controlling facts. However, “ac- The Commissioner does NOT ACQUI-
cases where the facts are different. Moretuiescence” indicates neither approvatSCE in the following decision:
over, the recommendation in the Actiomor disapproval of the reasons assigned
on Decision may be superseded by netwy the court for its conclusions; whereaslohn D. Shea v. Commissionet,
legislation, regulations, rulings, cases, dfacquiescence in result only” indicatest12 T.C. 183 (1999)

Actions on Decisions. disagreement or concern with some or all

1 Nonacquiescence relating to whether the burden of proof will be placed on the Commissioner for any issue where the statutbdeficiency fails to meet
the standards set forth in I.R.C. section 7522.
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Part I. Rulings and Decisions Under the Internal Revenue Code of 1986

Section 527 .—Political (c) Organizations described inone of which is being required to report
Organizations § 501(c) that are subject to 8 527(f)(1) beunder FECA as a political committee. An
cause they have made an “exempt funorganization that finances election activ-
26 CFR 1.527-2: Definitions. tion” expenditure. ity (within the meaning of FECA) for
(Also 88 6012, 6033, 6104, and 6652.) All other political organizations, in- both federal and non-federal elections

7 cluding state and local candidate commitmay establish a political committee to re-
organizations. This ruling provides ques- tees, alre requlllr(_ad Ito file the n_otlce. . dcelve ;:onglbgtlfor(;s ar|1d mdake e>f<p§nd|—I
tions and answers regarding the noticé' Q'HS g PO |técga710_r]9§n(|jzatlon reﬂuwe l:res. or .Ot. el eLa an nohn- edera
and reporting requirements for section to file Form if it does not know election activity. In that case, the organi-

Reporting requirements for section 52

527 whether it will have annual gross rezation must register as a political commit-
' ceipts of $25,000 or more for any taxtee and comply with the FECA contribu-
Rev. Rul. 2000-49 able year? tion limitations and reporting

A. A newly established political orga-requirements. 11 C.F.R. 102.5(a)(1)(ii).
nization is not required to file Form 8871Such an organization is, therefore, not re-
ISSUES if it reasonably anticipates that its annuajuired to file Form 8871.

On July 1, 2000, Pub. L. 106230 wad"0Ss receipts will be less than $25,000 If, however, the organization sets up
enacted, amending § 527 of the Cogdor its first six taxable years. However, ifseparate accounts to conduct its federal
The new law imposes three reporting an@" organizgtion, in fact, does have annuglectioq Qctivity and its non-fedgral elec-
disclosure requirements on political orgad"0Ss receipts of.$2.5,000 or more for_anyon activity, the fe@gral accour)t is treateq
nizations described in § 527: (1) an initiafaxable year, .|t is required to_ f_|Ieas a.separate p(_)lmcal committee that is
notice of status, (2) periodic reports of orm 8871 within 30 days of receivingrequired to register and report under
contributions and expenditures, and25,000. FECA. 11 C.F.R. 102.5(a)(1)(i). The
(3) annual returns. This revenue ruIingS-Q- ]s the separate segregated fund dseatment qf the.federal.accoun'g as a sepa-
provides questions and answers relatingtab“Shed und.er .§ 527(f_)(3) by_ arate. comm|ttee is consistent W|th.the or-
to the reporting and disclosure require- § 501(c) organization required to fileganizational requirements for political or-

ments for political organizations de- Form 88717 ganizations under § 527, as discussed

scribed in § 527. A. A 8§ 501(c) organization that is notbelow in Q&A-12. Accordingly, the sep-
prohibited from participating in political arate federal account is not required to file

QUESTIONS AND ANSWERS campaign activity has the option of confForm 8871. However, a separate non-

_ ducting the activity itself or setting up afederal account is not required to register
I Notice of _Status ) . separate segregated fund. If the § 501(end report under FECA as a political com-
1. Q. What s the notice of status requir€s o anization conducts the activity itself, itmittee. Therefore, a separate non-federal

ment for an organization described ifs g piact to tax under § 527(f)(1) on thaccount that is described in § 527(e)(1) is

85277 _ . lesser of its investment income or theequired to file Form 8871.

A. Under § 527(i)(1)(A), a political or- 54t of its political expenditures, but i7. Q. Are political organizations that are
ganization is required to give notice bothy )yt required to file Form 8871 pursuant required to report to state or local elec-
electronically and in writing to the Ser-y, g 557(j)(5)(A). If the § 501(c) organi- tion agencies excepted from the notice
vice that it is a political organization de-,4tjon establishes a separate segregatedequirement?
scribed in §_527' ) ) fund, the fund is treated as a separate po-A. Section 527(i) does not except po-
2.Q. Whatis the required notice form? o grganization under § 527(f)(3) andiitical organizations that file reports with

A. The required notice form is joeq not qualify for the exception undestate or local election agencies from the
Form 8_871Pol|t|cal Organization Notice 8 527(i)(5)(A). Therefore, unless it meetsiotice of status requirement. Therefore,
of Section 527 St:_;\t_us o one of the other exceptions, the separatmless the political organization meets
3. Q. Are all political organizations re-goqregated fund is required to fileone of the exceptions discussed above in

quired to file the Form 8871 notice? g gg77 | Q&A-3, it must file Form 8871 with the

A. No. Under § 527(i)(5) andg o |5 an organization that financeService.

§ 527()(6), three types of organizations ., federal and non-federal electior8. Q. When must the organization file
are not required to file the Form 8871 no- 4 4ivity required to file the Form 8871 Form 88717
tice: ) notice? A. Form 8871 must be filed within 24
(a) Persons required to report under o - ag a general rule, any political or-hours after the date on which the organiza-
the Federal Election Campaign Act Ofyanization (whether or not separately intion was established. See Notice
1971 (FECA) as a political committe€qqrated) that is organized and operated00-36, 2000—33 I.R.B. 173 for informa-
(see2US.C.8 _431_(4)); primarily for an exempt function undertion about filing requirements for organi-
. (.b) Organgtlons that reasonap% 527(e)(2) (see Q&A-17) must file zations in existence before July 30, 2000.
anticipate that their annual gross receipig,rm gg71 unless it meets one of the 9. Q. What are the methods of filing
will always be less than $25,000; and  ¢entions discussed above (see Q&A-3), Form 88717
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A. Section 527(i)(1)(A) requires thattors does not change the organizationalble income, the organization may not
the organization file Form 8871 both electest for § 527. Section 527(i) does not rededuct its exempt function expenditures
tronically and in writing. Therefore, thequire political organizations to be orgabecause § 162(e) denies a deduction for
methods for filing Form 8871 are as fol-nized with Boards of Directors, officerspolitical campaign expenditures.
lows: and highly compensated employees. It Under § 527(b), the tax is computed by

(a) Electronically via the Internal merely requires the organization to promultiplying the organization’s taxable in-
Revenue Service Internet Web Site (IRSide their names and addresses if it is stsome (including its net investment in-

Web Site) at www.irs.gov./polorgs, and organized. come) by the highest corporate tax rate,
(b) In writing by sending a signed13. Q. What is a “related entity” for thiscurrently 35 percent. The organization
copy of Form 8871 to the Internal Rev- purpose? must file a Form 1120-POL to report the

enue Service Center, Ogden, UT 84201. A. An entity is a “related entity” income and pay the tax.
An organization can fill in and print outwithin the meaning of § 168(h)(4), which16. Q. When is an organization

the form from the IRS Web Site. provides that an organization is related to described in § 527(e)(1)?

10. Q. Must an organization take any adanother entity as follows: A. An organization is described in
ditional steps before filing (a) The two entities have (i) signifi- 8§ 527(e)(1) if it meets both the organiza-
Form 88717 cant common purposes and substantiibnal and operational tests, that is, it must

A. Before filing Form 8871, the polit- common membership or (ii) directly orbe organized and operated primarily for
ical organization must have its own emindirectly substantial common directionthe purpose of accepting contributions or
ployer identification number (EIN) evenor control; or making expenditures for an exempt func-
if it has no employees. To obtain an EIN,  (b) Either entity owns (directly or tion under § 527(e)(2). See § 1.527-2(a).
an organization must file Form SSA4p- through one or more entities) a 50 percerdt7. Q. What is an “exempt function”
plication for Employer Identification or greater interest in the capital or profits under § 527(e)(2)?

Number with the Service (see Q&A-52). of the other. For this purpose, entities A. “Exempt function” means, under
11.Q. What information must be provid- treated as related entities under (a) aboge527(e)(2), influencing or attempting to

ed in the Form 8871 notice? shall be treated as one entity. influence the selection, nomination, elec-
A. Under § 527(i)(3), an organization14. Q. What are “highly compensated tion, or appointment of any individual to
must provide in its Form 8871 notice its employees” for this purpose? any federal, state, or local public office or

name and address (including any business A.Highly compensated employees fooffice in a political organization, or the
address, if different) and electronic mailthis purpose are the five employees (oth@lection of Presidential or Vice-Presiden-
ing address; its purpose; the names aitdan officers and directors) who are reaial electors, whether or not such individ-
addresses of its officers, highly compensonably expected to have the highest anal or electors are selected, nominated,
sated employees, contact person, custoual compensation over $50,000. Comelected, or appointed.
dian of records, and members of its Boardensation includes both cash and noncadl. Q. Are transfers to political organi-
of Directors; and the name and address aimounts, whether paid currently or de- zations that fail to file Form 8871
and relationship to, any related entitie$erred, for the 12-month period that began subject to the gift tax?
(within the meaning of § 168(h)(4)). with the date the organization was formed A. Section 2501(a)(5) provides that
12. Q. Does § 527(i) change the organiif the organization was formed after Junéhe gift tax does not apply to transfers of
zational requirements for § 527 orga30, 2000). If the organization was alreadynoney or other property to political orga-
nizations? in existence on June 30, 2000, it must usézations within the meaning of
A. No. Section 527 does not requirghe accounting period that includes July 1§ 527(e)(1). Therefore, transfers to an or-
an organization to have formal organiza2000. ganization described in 8§ 527(e)(1) (see
tional documents, such as articles of int5. Q. What if an organization described)&A-16) are not subject to the gift tax,
corporation. Under § 1.527-2(a)(2) of the in § 527(e)(1) does not file the regardless of whether the organization has
Income Tax Regulations, a political orga- Form 8871 notice? filed Form 8871.
nization meets the organizational test if it A. An organization described in19. Q. Is the Form 8871 notice publicly
is organized for the primary purpose o8 527(e)(1) must file Form 8871 unless it available?
carrying on exempt function activities ass an organization described in § 527(i)(5) A. Yes. Under § 6104(a), Form 8871
defined in 8§ 527. The regulation specifi-or § 527(i)(6) (see Q&A-3). If the organi- (including any supporting papers), and
cally states that the organization need nagtion fails to file Form 8871 on a timelyany letter or other document the Service
be formally chartered or established as laasis, § 527(i)(4) provides that until thessues with regard to Form 8871, will be
corporation, trust, or association. For exerganization satisfies the notice requireepen to public inspection. Copies of
ample, a separate bank account can quatent, the taxable income of the organiza=orm 8871 that have been filed are cur-
ify as a political organization. See Revtion includes its exempt function incomerently available at the IRS Web Site at
Rul. 79-11, 1979-1 C.B. 207. (including contributions received, mem-www.irs.gov/polorgs and are considered
The requirement that a § 527 organizabership dues, and political fundraising rewidely available under § 301.6104(d)-3
tion include the names and addresses oéipts), minus any deductions directlyof the Procedure and Administration Reg-
its officers, highly compensated employ-connected with the production of that inulations, as long as the organization pro-
ees, and members of its Board of Direccome. For purposes of computing its taxvides the IRS Web Site address to the per-
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son making the request. In addition, the b) Political committees of a state oibasis or on a quarterly/semi-annual basis,
organization is required to make a copy dbcal candidate, including political com-but it must file on the same basis for the
these materials available for public in-mittees of state or local officeholders; andentire calendar year.
spection during regular business hours at ¢) State and local committees of po29. Q. What is an election year and non-
the organization’s principal office (and atitical parties. election year for purposes of determin-
each of its regional or district offices hav- All other political organizations, includ-  ing the due dates for filing Form 88727
ing at least three paid employees) in thimg state and local political action commit- ~ A. An election year is any year in
same manner as applications for exempees, are subject to the reporting requiravhich a regularly scheduled general elec-
tion of § 501(c) organizations are madenents of § 527(j), even if they file reportgion for federal office is held, i.e., any
available. § 6104(d). with state or local election agencies. even-numbered year. A non-election year
20. Q. What is the penalty on the organiz&5. Q. Must a state or local candidate ds therefore any odd-numbered year.
tion for failure to comply with the pub-  officeholder organize a formal commit-30. Q. If an organization chooses to file on
lic inspection requirement? tee to be excepted from the Form 8872 a monthly basis, when is Form 8872
A. Under § 6652(c)(1)(D), a penalty of  filing requirements? due in a non-election year?
$20 per day may be imposed on any person A. No. As discussed in Q&A-12, A. Pursuant to 8 527(j)(2)(B), a politi-
with a duty to comply with the public in- § 527 does not require organizations toal organization that chooses to file
spection requirement for each day a failurkave formal organizational documentsmonthly must file Form 8872 reports not
to comply continues. Therefore, a candidate or officeholder dodsater than the 20th day after the end of the
Il. Periodic Reporting Requirements not need to organize a formal committee tmonth, which must be complete as of the
21. Q. What are the periodic reporting requalify for the exception under § 527(j)(5)last day of the month. December activity
quirements imposed upon political orfor committees of state or local candidatess included in the year-end report which
ganizations? 26. Q. Are political organizations that enis due not later than January 31 of the fol-
A. Under § 527(j), a political organiza- gage in exempt function activities (adowing year.
tion is required to periodically report cer- defined in § 527(e)(2)) solely with re-31. Q. If an organization chooses to file
tain contributions it receives and expendi- spect to elections for state or local of- on a monthly basis, when is

tures it makes. fices excepted from the Form 8872 fil- Form 8872 due during an election
22. Q. What is the required periodic re- ing requirements? year?
porting form? A. No. Although the timing of the re-  A. Pursuant to § 527(j)(2)(B), in any

A. The required periodic reportingports is based upon federal elections (setection year (i.e., even-numbered years),
form is Form 8872Political Organization Q&A-34), the requirement to file the re-monthly reports are due not later than the
Report of Contributions and Expendituresports is based on accepting contribution80th day after the end of the month (see
23. Q. When are political organizations reer making expenditures for an exempQ&A-30), except the organization shall

quired to file periodic reports onfunction under § 527(e)(2) (see Q&A-17)not file the reports regularly due in No-

Form 8872? Therefore, unless a political organizatioovember and December (i.e., the monthly

A. Under 8§ 527(j)(2), political organi- meets one of the exceptions discusseéports for activity in October and No-
zations that accept contributions or makabove in Q&A-24, it must file Form 8872 vember). Instead, the organization must
expenditures for an exempt function undewith the Service. file a Form 8872 report not later than 12
8§ 527 (see Q&A-17) during a calendaR7. Q. Is an organization that reasonablyays before the general election (or 15
year are required to file periodic reports on anticipated it would not have annualdays before the general election if posted
Form 8872, beginning with the first month  gross receipts of $25,000 or more reby registered or certified mail) that con-
or quarter in which they accept contribu- quired to file Form 8872 if it, in fact, tains information through the 20th day
tions or make expenditures. In addition, receives $25,000 or more in any taxbefore the general election. The organi-
organizations that make contributions or able year? zation must also file a report no more
expenditures with respect to an election for A. An organization that receivesthan 30 days after the general election
federal office (as defined in 8§ 527(j)(6))$25,000 in any taxable year no longewhich shall contain information through
may be required to file pre-election reportgualifies for the exception inthe 20th day after the election. The De-
for that election. 8§ 527())(5)(C) and, therefore, must begitember activity is included in the year-
24. Q. Are all political organizations re-filing Form 8872 unless it meets one of thend report due not later than January 31

quired to file periodic reports onother exceptions discussed in Q&A-240f the following year.

Form 8872? The organization must file, within 30 days32. Q. If an organization chooses not to

A. No, 8 527(j)(5) provides that someof receiving $25,000, any Form 8872 that file on a monthly basis, when is
organizations are not subject to this rewould otherwise have been due during the Form 8872 due in a non-election

quirement. The organizations exceptedalendar year prior to that date. year?
from the filing requirements are as fol-28. Q. How often must the Form 8872 be A. Pursuant to § 527(j)(2)(A), a polit-
lows: filed? ical organization that chooses not to file

a) Organizations excepted from the A. A political organization subject to monthly must file semi-annual reports in
requirement to file a Form 8871 (sedhe periodic reporting requirement mayon-election years (i.e., odd-numbered
Q&A-3); choose to file Form 8872 on a monthlyears). These reports are due not later
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than July 31 for the first half of the yearg 527(j)(2)(A)(i)(II). However, all reports cating the election or defeat of a clearly
and, for the second half of the year, ndiled under § 527(j) must contain informa-identified candidate for federal office
later than January 31 of the followingtion about the contributions and expendiwhich is made without cooperation or
year. tures within the reporting period, regardeonsultation with any candidate for fed-
33. Q. If an organization chooses not ttess of whether they were accepted agral office, or any authorized committee
file on a monthly basis, when ismade with respect to candidates for fedsr agent of such candidate, and which is

Form 8872 due during an electioreral, state or local office. not made in concert with, or at the request
year? 35. Q. What is a general election? or suggestion of, any candidate for federal
A. Pursuant to 8§ 527(j)(2)(A), in an  A. Ageneral election is either one ofoffice, or authorized committee or agent
election year (even-numbered years), ahe following: of such candidate. See 2 U.S.C.

organization that chooses not to file  a) an election for federal office held§ 431(17).

monthly reports must file quarterly re-in even numbered years on the Tuesd&9. Q. Where is the Form 8872 filed?
ports not later than the 15th day after thiollowing the first Monday in November A. The report is filed by sending a
last day of the quarter, except that the rer signed copy of Form 8872 to the Internal
turn for the final quarter shall be due not  b) an election held to fill a vacancyRevenue Service Center, Ogden, UT
later than January 31 of the followingin a federal office (i.e., a special election4201. The form must be signed by an
year. The organization must also file @hat is intended to result in the final selecefficial authorized by the organization to
post-general election report not later thation of a single individual to the office atsign the report.

30 days after the general election thagtake. See 11 C.F.R. 100.2(b). 40. Q. What if a political organization
contains information through the 20th day6. Q. How will “election” under that has filed Form 8871 does not file
after the election. In addition, the organi- 8§ 527(j)(6) be interpreted? the required Form 88727

zation must file a pre-election report for ~A. The definition of “election” under A. Under 8§ 527(j)(1), a political orga-
any election for federal office with re-8 527(j)(6) is virtually identical to the def- nization that does not file the required
spect to which the organization makes mition of “election” under FECA (2 Form 8872 or which fails to include the
contribution or expenditure. These rel.S.C. § 431(1)). Organizations may relynformation required on the Form 8872 is
ports shall be filed not later than 12 daysn FEC interpretations of the FECA defi-subject to a penalty equal to the amount of
before the election (15 days before ifition in the absence of further guidanceontributions and expenditures that are
posted by registered or certified mail) androm the Service. The FEC publishes innot disclosed multiplied by the highest
must contain information through theformation concerning the filing require-corporate tax rate, currently 35 percent.
20th day before the election. ments under FECA and the dates for filingl1. Q. Is the Form 8872 filed by political
34. Q. What is an election for purposes dhose reports, including information on  organizations publicly available?

the reporting deadlines underthe dates of elections, on its Web Site at A. Yes. Under § 6104(b) and

§ 527(j)? http://www.fec.gov/pages/report.htm. § 6104(d)(6), Form 8872 will be made
A. For purposes of determining what37. Q. \What must a Form 8872 reportavailable for public inspection by the Ser-
is an election year and what elections trig- contain? vice. Copies of Form 8872 that have been

ger the pre-election and post-general elec- A. The report must include the namefiled are currently available at the IRS
tion reports, § 527(j)(6) provides that araddress, and (if an individual) the occupaWeb Site at www.irs.gov/polorgs and are
“election” is a general, special, primarytion and employer, of any person to whonconsidered widely available under
or runoff election for a federal office; aexpenditures are made that aggregat301.6104(d)-3, as long as the organiza-
convention or caucus of a political party$500 or more in a calendar year and thion provides the IRS Web Site address to
with authority to nominate a candidate foamount of such expenditure. The repothe person making the request. In addi-
federal office; a primary election to selecmust also include the name, address, atidn, under § 6104(d)(1)(A), the organiza-
delegates to a national nominating con(df an individual) the occupation and em+ion is required to make a copy of these
vention of a political party; or a primaryployer, of any person that contributes imeports available for public inspection
election to express a preference for théne aggregate $200 or more in a calendduring regular business hours at the orga-
nomination of individuals for election toyear and the amount of such contributiomization’s principal office (and at each of
the office of President. Thus, an electioflowever, an organization is not requiredts regional or district offices having at
for purpose of these reporting deadline® report independent expenditures, as deeast three paid employees) in the same
does not include a purely state or locdined in § 301 of FECA. Only expendi-manner as applications for exemption of
election. When an election involves bothliures made or contributions received afteg 501(c) organizations are made avail-
candidates for federal office and candiduly 1, 2000, that are not made or reable. Pursuant to 8§ 6104(b) and
dates for state or local offices, it is arceived pursuant to binding contracts er§ 6104(d)(3)(A), contributor information
election for purposes of the reportingered into before July 2, 2000, must be ranust be disclosed to the public.

deadlines, but only those organizationported. 42. Q. What if the political organization
that make contributions or expenditure88. Q. What is an independent expendi- does not make its Form 8872 publicly
with respect to the candidates for federal ture under § 301 of FECA? available?

office are required to file the pre-election A. An independent expenditure is an A. Under 8§ 6652(c)(1)(C), a penalty
reports for those elections undeexpenditure by a person expressly advaf $20 per day may be imposed on any
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person with a duty to comply with the  A. A political organization that fails disclose any one return is $10,000.
public inspection requirement for eactto file a required Form 1120-POL or§ 6652(c) (1)(C).

day a failure to comply continues. Thd=orm 900 or fails to include required in-

maximum penalty that may be incurredormation on those returns is subject to &+ Géneral

for any failure to disclose any one reporpenalty_ of $20 per day for every daygg. Q. What if the filing date for any of
is $10,000. such failure continues. The maximum these forms falls on Saturday, Sun-

penalty imposed regarding any one re- day or a holiday?
turn is the lesser of $10,000 or 5 percent  p ™ ¢ any due date falls on a Satur-

43.Q. Which political organizations aref the gross receipts of the organizatiogay sunday or legal holiday, the organi-
required to file annual income tax refor the year. In the case of an organizasaion may file the report on the next
turmns? tion having gross receipts exceedingsiness day.

A. A political organization that has $1,000,000 for any year, the penalty i%1 o where can organizations get
taxable income in excess of the $100 spdcreased to $100 per day with a maxi-  ¢qpies of the various forms?

mum  penalty  of  $50,000. A" The various forms (Form SS-4,

[ll. Annual Return Requirements

cific deduction allowed under § 527 is re-
quired to file an annual income tax returrs 5652(C)(1)(A). Form 8871, Form 8872, Form 1120-
on Form 1120-POLU.S. Income Tax Re-48: Q. Are the Forms 1120-POL andpg)  and Form 990) and their instruc-
turn for Certain Political Organizations Forms 990 filed by political organi- tjons are available by calling 1-800-
In addition, for taxable years beginning 2ations publicly available? TAX-FORM (1-800-829-3676) or via
after June 30, 2000, a political organiza- A+ Yes, the Forms 1120-POL and thg e |nternet at the IRS Web Site at
tion that has $25,000 or more in gross rd-0rms 990 filed for taxable years beginy,.irs.gov in the “Forms and Publica-
ceipts for the taxable year is also requireBind after June 30, 2000 will be madg;gng» section.

to file Form 1120-POL, without regard to@Vvailable for public inspection by theg, o \what if an organization has ques-
whether it has taxable incomeS€rvice. 8 6104(b). In addition, each jong regarding the notice and report-
§ 6012(a)(6). political organization must make a Copy  ng requirements or has any problem
44. Q. When is the Form 1120-POL due®f its returns available for public inspec-  ghiaining an EIN?

A. The Form 1120-POL is due on orion during regular business hours at its 5 For more information or if an or-
before the 15th day of the third monttPrincipal office (and any regional or dis-ganization has any problem obtaining an
after the close of the organization's tax!'Ct Offices having at least three paidc|\ organizations may call the TE/GE
able year. § 6072(b). Thus, for a calerEMPIOYees) in the same manner as agy,siomer Service Center at 1-877-829-

dar-year taxpayer, Form 1120-POL is du8u@! information returns of § 501(c) or-g5qq,
on March 15 of the following year. ganizations are made available. It must
45.Q. Which political organizations aredlso provide a copy of the returns to anppRAFTING INFORMATION

person requesting a copy in person or in L ,
return? writing without charge other than a rea- 1 n€ Principal author of this announce-
A. A political organization that is re- SOnable charge for reproduction andnent is Judith E. Kindell of Exempt Or-

quired under § 6012(a)(6) to file an inPoStage in the same manner that § 501(g)';\niz_ations._ For further information re-
come tax return is also required to filgrganizations provide copies of their angarding this announcement contact
q -Judith E. Kindell at (202) 622-6494 (not

Form 990,Return of Organization Ex- nual returns. § 6104(d)(1). If an organi toll-fr I
empt from Income Tavfor taxable years Zation’s returns are widely available? toll-free call).
beginning after June 30, 2000. § 6033(gjnder 8 301.6104(d)-3 (such as on the

Organizations with gross receipts lesft€rnet), the organization need not re, .
thgn $100,000 anc? assets Iepss thapond to requests for copies so long asjection 6012.—Persons

$250,000 may file Form 990-EZhort Provides the web site address where tRequired to Make Returns of
Form’ Return of Organization Exemptretums are available to the person mallncome

required to file an annual information

from Income Tax Organizations with ing the requeSt' Returns only need to _be Questions and answers relating to the reporting
gross receipts of less than $25,000 are nB‘[ade available for three_ years_ after fII?and disclosure requirements for political organiza-
required to file Form 990 or Form 990-Ng- 8 6104(d)(2). Contributor informa-tions described in § 527. See Rev. Rul. 2000-49,
EZ. tion must be disclosed to the publicpage 430.

46. Q. When is the Form 990 due? 8 6104(d)(3)(A)' . o
A. The Form 990 (or Form 990-EZ) is49. Q. What if the political organization ]
due on or before the 15th day of the fith d0€s not make its Forms 1120-POISection 6033.—Returns by

month after the close of the organization’s &nd Forms 990 publicly available? Exempt Organizations

taxable year. Thus, for a calendar-year A= A penalty of $20 per day may be

] ; Questions and answers relating to the reporting
taxpayer, Form 990 is due on May 15 Ofmposed on any person with a duty t%nd disclosure requirements for political organiza-

the following year. comply with the public ins_peCtion "'€-tions described in § 527. See Rev. Rul. 2000-49,
47.Q. What if the political organizationduirement for each day a failure to compage 430.

fails to file Form 1120-POL or Ply continues. The maximum penalty
Form 9907 that may be incurred for any failure to
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Section 6104.—Publicity of Applicability Date For dates of ap- Background

Information Required From E:;?g:gy’ see §1.6695-2(d) of these reg Section 6695(g) was added by section
Certain Exempt Organizations ' 1085(a)(2) of the Taxpayer Relief Act of
and Certain Trusts FOR FURTHER INFORMATION CON- 1997, Public Law 105-34 (11 Stat. 788,
Questions and answers relating to the reporting ACT: Andrea Tucker, (202) 622-4940955 (1997)) (the Act), effective for tax-
and disclosure requirements for political organiza{not a toll-free number). able years beginning after December 31,
tions described in § 527. See Rev. Rul. 2000-49, 1996. Section 6695(g) imposes a $100
page 430. SUPPLEMENTARY INFORMATION:  penaty for each failure by an income tax

return preparer to meet the due diligence

Paperwork Reduction Act h ; .
requirements set forth in regulations pre-

Section 6652.—Failure to File The collection of information in thesescribed by the Secretary.
Certain Information Returns, final regulations has been reviewed and On December 22, 1997, the IRS pub-
Registration Statements, Etc. approved by the Office of Managementished Notice 97-65 (1997—2 C.B. 326), in

Questions and answers relating to the reloortinand Budget in ac.cordance with the Pan{hich the IRS_set forth the preparer due
and disclosure requirements for political organizaBerwork Reduction Act of 1995 (44diligence requirements for 1997 returns
tions described in § 527. See Rev. Rul. 2000-44J.S.C. 3507) under control numberand claims for refund involving the EIC.
page 430. 1545-1570. This information is re-To avoid the imposition of the penalty
quired by the IRS to determine prepareunder section 6695(g) for 1997 returns and
due diligence compliance for purposeslaims for refund, Notice 97-65 required

Section 6695.— Other of the penalty imposed under sectiompreparers to meet four requirements: (1)
Assessable Penalties With 6695(g). Responses to this collection ofomplete the Earned Income Credit Eligi-
Respect to the Preparation of information are mandatory. bility Checklist attached to Notice 97-65
Income Tax Returns for Other An agency may not conduct or spon{Eligibility Checklist), or otherwise record
Persons sor, and a person is not required to rahe information necessary to complete the
spond to, a collection of informationEligibility Checklist; (2) complete the
26 CFR 1.6695-2: Preparer due diligence unless the collection of information dis-Earned Income Credit Worksheet (Compu-
requirements for determining earned income creditplays a valid control number assignedation Worksheet), as contained in the 1997
eligibility. by the Office of Management and Bud¥orm 1040 instructions, or otherwise
T.D. 8905 get. record the computation and information

The estimated annual burden penecessary to complete the Computation
DEPARTMENT OF THE TREASURY recordkeeper varies depending on indiWorksheet; (3) not know or have reason to

Internal Revenue Service vidual circumstances. The estimate#now that any information used by the pre-
26 CFR Parts 1 and 602 total annual recordkeeping burdenparer in determining eligibility for, and the

507,136 hours with the estimated averamount of, the EIC is incorrect; and (4) re-
Preparer Due Diligence age annual burden hours per recordain for three years the Eligibility Checklist

Requirements for Determining keeper: 5 hours 4 minutes (40 minuteand Computation Worksheet (or alternative
Earned Income Credit Eligibility Pper return or claim for refund, 7.6 re-records), and a record of how and when the
turns per preparer). The estimated nunmirformation used to determine eligibility
AGENCY: Internal Revenue Serviceber of recordkeepers: 100,000. for, and the amount of, the EIC was ob-
(IRS), Treasury. Comments concerning the accuractained by the preparer. This information
of this burden estimate and suggestionsay be retained as a paper record, in mag-
for reducing this burden should be semetic media format, or in an electronic stor-
to thelnternal Revenue Service Attn: age media system, consistent with applica-
SUMMARY: This document contains final /RS Reports Clearance Officer,ble IRS revenue procedures.
regulations relating to the due diligence ré@P:FS:FP, Washington, DC 20224, and On December 21, 1998, temporary reg-
quirements under section 6695(g) of the If0 the Office of Management and ulations (TD 8798, 1999-1 C.B. 804)
ternal Revenue Code for paid preparers &udget, Attn: Desk Officer for the De- under section 6695(g) were published in
Federal income tax returns or claims for rkartment of the Treasury, Office of In-the Federal Register(63 F.R. 70339). A
fund involving the earned income crediformation and Regulatory Affairs, notice of proposed rulemaking (REG-
(EIC). These regulations reflect changes t¥/ashington, DC 20503. 120168-97, 1999-1 C.B. 809) cross-refer-
the law made by the Taxpayer Relief Act of B0Oks or records relating to this col-encing the temporary regulations was pub-
1997. The regulations provide guidance tgction of information must be retainedished in theFederal Register(63 F.R.
paid preparers who prepare Federal incon® 10ng as their contents may becomg0357) on that same date. The text of the
tax returns or claims for refund claimingMaterial in the administration of any in-temporary regulations served as the text of
the earned income credit. ternal revenue law. Generally, tax rethe proposed regulations. The require-
turns and tax return information arements set forth in the temporary regula-
DATES: Effective Date These regula- confidential, as required by 26 U.S.Ctions were substantially similar to those in
tions are effective October 17, 2000.  6103. Notice 97—65.
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The notice of proposed rulemaking sowill be nominal for those income tax re-6695(g) on a person who is an income tax
licited comments from the public. Oneturn preparers that choose to use the Ateturn preparer solely by reason of—
comment was received, but no publi¢ernative Eligibility Record and Alterna- (1) Section 301.7701-15(a)(2) and (b)
hearing was requested or held. After cortive Computation Record. Therefore, af this chapter, on account of having
sideration of the comment received, th®egulatory Flexibility Analysis under thegiven advice on specific issues of law; or
proposed regulations under sectioRegulatory Flexibility Act (5 U.S.C. (2) Section 301.7701-15(b)(3) of this
6695(g) are adopted by this Treasury deshapter 6) is not required. Pursuant tohapter, on account of having prepared
cision, and the corresponding temporargection 7805(f) of the Internal Revenuehe return solely because of having pre-
regulations are removed. Code, the notice of proposed rulemakingared another return that affects amounts
that preceded these regulations was suleported on the return.
mitted to the Chief Counsel for Advocacy (b) Due diligence requirementé pre-

The commentator expressed concerff the Small Business Administration forparer must satisfy the following due dili-
that requiring the completion of an eligi-comment on its impact on small businesgyence requirements:

bility checklist and a computation work- - - (1) Completion of eligibility checklist

sheet impose additional recordkeepingDr{mIng Information () The preparer must either—

burdens on tax return preparers. The The principal author of these regula- (A) Complete Form 8867, “Paid Pre-

commentator did not suggest alternativéions is Andrea Tucker, Office of Associ-Parer’s Earned Income Credit Checklist,”

due diligence requirements. ate Chief Counsel, Procedure and Admirr such other form and such other infor-
The additional recordkeeping requiredstration (Administrative Provisions andmation as may be prescribed by the Inter-

by the regulations is necessary to implejudicial Practice Division). However,nal Revenue Service (IRS)(Eligibility

ment congressional intent with respect tether personnel from the IRS and TreaChecklist); or

section 6695(g). The legislative historysury Department participated in their de- (B) Otherwise record in the preparer’s

Summary of Comments

accompanying the Act explains that Conyelopment. paper or electronic files the information
gress “believes that more thorough efforts ok ok ok k necessary to complete the Eligibility
by return preparers are important to im- Checklist (Alternative Eligibility
proving EIC compliance.” H.R. Rep. No.Amendments to the Regulations Record). The Alternative Eligibility

148, 104 Cong., #'Sess. 512 (1997) and

2Record may consist of one or more docu-
S. Rep. No. 29, 185Cong., #' Sess. 125

Accordingly, 26 CFR parts 1 and 60 ments containing the required informa-

are amended as follows:

(1997). The additional information gath- tion.
ering and recordkeeping required by thegeaART 1—INCOME TAXES (i) The preparer’s completion of the
regulations are intended to ensure that Eligibility Checklist or Alternative Eligi-

preparers are thorough when determining Paragraph 1. The authority citation fopjlity Record must be based on informa-
whether a taxpayer qualifies to claim th@art 1 is amended by removing the entryjon provided by the taxpayer to the pre-
EIC credit. Further, the regulations allowfor “Section 1.6695-2T" and adding amparer or otherwise reasonably obtained by
preparers the flexibility to use either theentry in numerical order to read in part age preparer.

prescribed forms or alternative recordéollows: (2) Computation of credit (i) The pre-
containing the same information as the Authority: 26 U.S.C. 7805 * * * parer must either—

prescribed forms to meet the due diliSection 1.6695-2 also issued under 26 (o) Complete the Earned Income
gence requirements. U.S.C. 6695(g). * * * Credit Worksheet in the Form 1040 in-

Par. 2. Section 1.6695-2 is added tgryctions or such other form and such

Special Analyses read as follows: other information as may be prescribed by
It has been determined that this Treag1 6695-2 Preparer due diligence the IRS (Computation Worksheet); or
sury decision is not a significant regularequirements for determining earned (B) Otherwise record in the preparer’s
tory action as defined in Executive Ordefncome credit eligibility. paper or electronic files the preparer’s
12866. Therefore, a regulatory assess- EIC computation, including the method

ment is not required. It also has been de- (a) Penalty for failure to meet due dili- and information used to make the compu-
termined that section 553(b) of the Adgence requirementsA person who is an tation (Alternative Computation Record).
ministrative Procedure Act (5 U.S.C.income tax return preparer (preparer) of he Alternative Computation Record may
chapter 5) does not apply to these regulan income tax return or claim for refundconsist of one or more documents con-
tions. Further, it is hereby certified, purunder subtitle A of the Internal Revenudaining the required information.

suant to sections 603(a) and 605(b) of théode with respect to determining the eli- (ii) The preparer’s completion of the
Regulatory Flexibility Act, that the col- gibility for, or the amount of, the earnedComputation Worksheet or Alternative
lection of information in these regulationsncome credit (EIC) under section 32 an€Computation Record must be based on in-
will not have a significant economic im-who fails to satisfy the due diligence reformation provided by the taxpayer to the
pact on a substantial number of small emguirements of paragraph (b) of this segareparer or otherwise reasonably obtained
tities. This certification is based upon theion will be subject to a penalty of $100by the preparer.

fact that the amount of time necessary ttor each such failure. However, no (3) Knowledge The preparer must not
record and retain the required informatiopenalty will be imposed under sectiorknow, or have reason to know, that any in-
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formation used by the preparer in detempresented to the taxpayer for signaturédART 602—OMB CONTROL
mining the taxpayer’s eligibility for, or and may be retained on paper or electroddUMBERS UNDER THE

the amount of, the EIC is incorrect. Thacally in the manner prescribed in applicPAPERWORK REDUCTION ACT
preparer may not ignore the implicationgble regulations, revenue rulings, rev- o
of information furnished to, or known by,enue procedures, or other appropriate Par- 4. The authority citation for part
the preparer, and must make reasonabjeiidance (see §601.601(d)(2) of thi©02 continues to read as follows:
inquiries if the information furnished to, chapter). Authority: 26 U.S.C. 7805. _
or known by, the preparer appears to be (c) Exception to penalty The section ~ Far- 5. In 8602.101, paragraph (b) is
incorrect, inconsistent, or incomplete.  6695(g) penalty will not be applied with@mended by removing the entry for

(4) Retention of records (i) The pre- respect to a particular income tax returnt-6695-2T" and adding the following

parer must retain— or claim for refund if the preparer can€Ntry in numerical order to the table to
(A) A copy of the completed Eligibility demonstrate to the satisfaction of the IRE&ad as follows:
Checklist or Alternative Eligibility that, considering all the facts and <_:ircum§602_101 OMB Control numbers.
Record; stances, the preparer’s normal office pro-
(B) A copy of the Computation Work- cedures are reasonably designed and roux * * *
sheet or Alternative Computationtinely followed to ensure compliance (b)***
Record; and with the due diligence requirements of
(C) A record of how and when the in-paragraph (b) of this section, and the fail-
formation used to complete the Eligibil-ure to meet the due diligence require-
ity Checklist or Alternative Eligibility ments of paragraph (b) of this section
Record and the Computation Worksheewith respect to the particular return or
or Alternative Computation Record waslaim for refund was isolated and inad-
obtained by the preparer, including thevertent.
identity of any person furnishing the in- (d) Effective date This section applies
formation. to income tax returns and claims for re-
(if) The items in paragraph (b)(4) offund due on or after October 17, 2000.
this section must be retained for three
years after the June 30th following th&1-6695-2T [Removed]

date the return or claim for refund was p,. 3 section 1.6695—2T is removed.

CFR part or section where Current OMB
identified and described control No.

* k k k%

188052 . . o ——— 1545-1570
* k k k%

Robert E. Wenzel,
Deputy Commissioner
of Internal Revenue.

Approved October 6, 2000.

Jonathan Talisman,
Acting Assistant Secretary
of the Treasury.

(Filed by the Office of the Federal Register on Octo-
ber 16, 2000, 8:45 a.m., and published in the issue of
the Federal Register for October 17, 2000, 65 F.R.
61268)
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Part lll. Administrative, Procedural, and Miscellanous

26 CFR 601.201: Rulings and determination lettersgdvance rulings, that taxpayers are takingnd the relationships between the parties
the position that certain arrangement® such agreements and the promoter or

Rev. Proc. 2000-46 wheFe taxpayers acquire undiviged fracerganizergof the arrangemeﬁt; (2) the
tional interests in real property do noterms of any agreements between the pro-
SECTION 1. PURPOSE constitute separate entities for federal tamoter or organizer of the arrangement and
This revenue d lifies R \Purposes and therefore the fractional inthe holders of the fractional interests or
procedure ampities h'e terests may be the subject of tax-free examong the holders of the fractional inter-

PI‘OC.fZOﬁO—& 200f0—hl .R-B. 1?3' W Idbhanges under section 1031(a)(1). Thests, including any contractual restrictions
setcsj ortd ar(:]as_ of td.e .Interfna;] Revenygervice intends to study further the factso which the fractional interests are sub-
Co efl]J.nfert ejurl|§ |ct|rc]).nt:) :] e Assocl; nd circumstances relevant to the deteject, such as waivers of the right to parti-
ate Chief Counsel in which the Ir]temaﬁﬂnation of whether such arrangementson, rights of first refusal, and options to

Re_venue Serwcg W'.” not issue advancgre separate entities for federal tax puput and/or call the fractional interests; and
rulings or determination letters.

poses. (3) the overall economics of the arrange-

SECTION 2. BACKGROUND ments, including the sharing of profits
SECTION 3. PROCEDURE and losses from operating the property as

Section 5 of Rev. Proc. 2000-3 sets well as of appreciation and depreciation

: . Rev. Proc. 2000-3 is amplified by. -
fort'h thoge areas under' ext'enswe study E'Qdding the following to section 5.10. in the value of the property. An original
which rulings or determination letters will

: . : Section 1031. - Exceptions. - Whethefd €ight copies of written comments
not be issued until the Service resolves ) )

. o an undivided fractional interest in realShOUId be sent to:
the issue through publication of a revenue

ruling, revenue procedure, regulations, O[?roperty is an interest in an entity that is Internal Revenue Service
otherwise. not 9I|g|ble for tax-free exchange under Attn: CC:MSP:R (Rev. Proc.
Section 301.7701-1(a)(1) provides tha%egté%rt]iolr? 3;17((()?(1—).Definitions - Whether é000_4562)28 PSI:Brl
whether an organization is an entity sepa. =~ © 5L ST Cauire P(()Donl]s 76(54 :Brl)
rate from its owners for federal tax pur-_ - 9 . . pay 9 0. BOX 7t _
ndivided fractional interests in real prop- Ben Franklin Station

poses is a matter of federal tax law anHt titut i ities for federal )
does not depend on whether the entity fsr y constitule separale entities for tedera Washington, D.C. 20044
recognized as an entity under local law. « PUPOSES: or hand delivered between the hours of 8
Section 301.7701-1(a)(2) provides tha§sEcTION 4. EFFECTIVE DATE a.m. and 5 p.m. to:

a joint undertaking or other contractual

arrangement may create a separate entityThis revenue procedure applies to all
for federal tax purposes if the participantsuling requests, including any pending in
carry on a trade, business, financial operéhe National Office and any submitted

Courier’s Desk
Internal Revenue Service
Attn: CC:MSP:R (Rev. Proc.

tion, or venture and divide the profitsafter the date of this publication. 2000-46)

therefrom. If such an entity is a business Room 5228 (PSI:BH)

entity (i.e., is not a trust) with two or moreSECTION 5. EFFECT ON OTHER 1111(_:onst|tut|on Avenue, NW

members, the entity is classified for fedDOCUMENTS Washington, DC

eral tax purposes either as a partnership org.,, proc. 2000-3 is amplified. Alternatively, taxpayers may submit

a corporation. comments electronically at: Joel.S.Rut-
Section 1031(a)(1) provides that NnGGECTION 6. REQUEST FOR stein@M1.IRSCounsel.treas.gov.

gain or loss shall be recognized on the e GCOMMENTS

change of property held for productive DRAFTING INFORMATION

use in a trade or business or for invest- 1he Service requests comments con-

ment if such property is exchanged solel¢€rning this revenue procedure. In partic-

for property of like kind which is to be Ular, comments are requested with respekfocedure is Jeanne Sullivan of the Office

held either for productive use in a trade di© the relevance and impact of the follow9! the Associate Chief Counsel,

business or for investment. Section1d factors to the determination of°assthroughs & Special Industries. How-

1031(a)(2)(B) and 1031(a)(2)(D) providewhether arrangements where taxpayef/’®" other personnel from the IRS and

. N - “acquire undivided fractional interests inl f€asury participated in its development.
exceptions from the application of sectiorficd or further information, contact Jeanne

1031(a)(1) for stock and interests in &eal property constitute separate entitie’sC"

partnership, respectively, for federal tax purposes: (1) the terms opullivan at (202) 622-3050 (not a toll-free
The Service recently has becomé&ny Iea;ing or management agreemen@mber).

aware, in part through several requests féntered into with respect to the property

The principal author of this revenue
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Part IV. ltems of General Interest

Withdrawal of Previous a.m. and 5 p.m. to: CC:M&SP:RUtechniques or other forms of information
Proposed Rulemaking, Notice of (REG—-246249-96), Courier's Desk, Intechnology; and
Proposed Rulemaking, and ternal Revenue Service, 1111 Constitution Estimates of capital or start-up costs

Avenue, NW., Washington, DC, or sentand costs of operation, maintenance, and

Notice of Public Hearing : ) _ : L
electronically via the IRS Internet site apurchase of service to provide informa-

Information Reporting http://www.irs.gov/tax_regs/regslist.ntml. tion.

Requirements for Certain The public hearing will be held in the IRS  The collection of information in these

Payments Made on Behalf of Auditorium, Seventh Floor, Internal Rev-proposed regulations is in §§1.6041-1(e)
Another Person, Payments to enue Service Building, 1111 Constitutiorand 1.6045-1(c)(3). This information is

Avenue, NW., Washington, DC. required to determine if taxpayers have

Joint Payees, and Payments of .
properly reported amounts received as

Gross Proceeds From Sales FOR FURTHER INFORMATION CON- . : . L
. . ) . . income. The collection of information is

Involving Investment Advisers TACT: Concerning the regulations, -~ The likel dent
Nancy L. Rose, (202) 622-4910; con.nancatory. - Ihe likely respondents are

REG-246249-96 cerning submis'sion of commen'Es th businesses and other for-profit institu-

. . fions.
AGENCY: Internal Revenue Servicef€aring, and/or to be placed on the build="r o <0 of the reporting burden
(IRS), Treasury. ing access list to attend the hearing, Guy proposed §1.6041-1 is reflected in the

R. Traynor, (202) 622-7190 (not toll-free :
ACTION: Withdrawal of previous notice numbers). burden of Form 1099-MISQViscella-

of proposed rulemaking; notice of pro- neous Incomewhich is currently 14
posed rulemaking; and notice of publiSUPPLEMENTARY INFORMATION: minutes per form. The estimate of the
hearing. reporting burden in proposed §1.6045-1

Paperwork Reduction Act is reflected in the burden of Form 1099-
SUMMARY: This document withdraws B, Proceeds of Broker and Barter Ex-

a previous notice of proposed rulemaking The collection of information containedchange Transactiopswhich is currently
(LR-62-84 [1984-2 C.B. 900]) pub-in this notice of proposed rulemaking hagts minutes per form.

lished May 29, 1984 (49 F.R. 22343)been submitted to the Office of Manage- A agency may not conduct or spon-
This document contains proposed regulanent and Budget for review in accordanCgq, and a person is not required to re-
tions under section 6041 that clarify whovith the Paperwork Reduction Act ofgyqnq 19, a collection of information un-
is the payee for information reportingl995 (44 U.S.C. 3507(d)). Comments Ofygs it displays a valid control number
purposes if a check or other instrument ige collection of information should be,ggigned by the Office of Management
made payable to joint payees, provide isént to the Office of Management and,4 gyqget.

formation reporting requirements for esBudget, Attn: Desk Officer for the Depart- gooks or records relating to the col-
crow agents and other persons makingient of Treasury, Office of Information e ction of information must be retained
payments on behalf of another persordnd Regulatory Affairs, Washington, DCyg ong as their contents may become
and clarify that the amount to be reporte@0503, with copies to the Internal Reviyaieria| in the administration of any in-
paid is the gross amount of the paymen€nue Service, Atin: IRS Reports Clearang ) revenue law. Generally tax returns
This document also contains propose@fficer W.CAR:MP:FP:S:0, Washington, o tax return information are confiden-
regulations under section 6045 that reDC 20224. Comments on the collectionjy| a5 required by 26 U.S.C. 6103.
move investment advisers from the list off information should be received by De-

exempt recipients. In addition, this docucember 19, 2000. Comments are specifBackground and Explanation of

ment provides notice of a public hearingally requested concerning: Provisions

on these proposed regulations. Whether the proposed collection of in-

- : formation is necessary for the proper opef  pronosed Regulations Under Section
DATES: Written or electronic commentSyiinn of the functions of the Internal Rev P g

must be received by January 17, 200, e service, including whether the

Requesits to speak (with outlines of 0rgho mation will have practical utility; Section 6041 provides that all persons
comments) at a public hearing scheduled The accuracy of the estimated burdesngaged in a trade or business that make
for February 7, 2001, at 10 a.m. must bgssqciated with the proposed collection afertain payments in the course of that
submitted by January 24, 2001, information (see below); trade or business to another person of
ADDRESSES: Send submissions to: How the quality, utility, and clarity of $600 or more in a taxable year must re-
CC:M&SP:RU (REG-246249-96), roomthe information to be collected may be enport the amount of the payments and the
5226, Internal Revenue Service, PO®anced,; name and address of the recipient.

7604, Ben Franklin Station, Washington, How the burden of complying with  Section 3406(a) provides that a payor
DC 20044. In the alternative, submisthe proposed collection of informationmust withhold tax from reportable pay-
sions may be hand delivered Mondaynay be minimized, including throughments under certain circumstances, for
through Friday between the hours of 8he application of automated collectiorexample, if the payee has failed to furnish
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a valid taxpayer identification number toperson that makes a payment on behalf tindlords are payors and continue to be
the payor in the manner required. “Reanother person and performs a managsubject to the general requirements of
portable payments” include payments thahent or oversight function in connectior§1.6041-1. The proposed regulations
are required to be reported under sectiongth, or has a significant economic interalso remove §1.6041-3(n), which pro-
6041 and 6045. Section 3406(b)(3)(AEst in, the payment must report under segides an exception to the information re-
and (C). The party that is responsible fation 6041. A management or oversighporting requirements of section 6041 for
reporting the payments under sectionfinction is an activity that is more thanamounts that a bank or similar institution
6041 and 6045 is also responsible for anyerely administrative or ministerial. Forcollects on behalf of, and pays over or
backup withholding required under secexample, a person that merely writesredits to the account of, the actual owner
tion 3406. checks at the direction of others in conef the funds, but only if it does not collect
These proposed regulations addregsection with a transaction, sometimes rethe items on a regular and continuing
certain issues identified by the Commisferred to as a paying agent, is performingasis. Rev. Rul. 77-53 (1977-1 C.B.
sioner’s Information Reporting Programonly an administrative or ministerial func-368) further restricted this limitation to
Advisory Committee (IRPAC) and taketion and is not a payor. In contrast, a petzanks that collect items on a regular and
into account comments and informatiorson that exercises discretion or superveontinuing basis and also assume a man-
provided by IRPAC members representsion in connection with a payment isagement function or perform more than
ing the banking, real estate, insurancgerforming a management or oversighthe mere collection and payment or cred-

and securities industries. function and is a payor. A significant ecoiting of funds to a customer’s account.
. nomic interest in a payment is an ecothis holding is consistent with the “man-
a. Payments to Joint Payees nomic interest that would be compro-agement and oversight” standard of the

The proposed regulations clarify themised if the payment were no_t _made. Fagrroposed regulations. According&x-
definition of fixed and determinable in_examp_le a ba_nk has a significant ecoample 11of the p_roposed regulations pre-
come in §1.6041—1(c) when a payment aomic interest in a payment to a contracserves the holding of Rev. Rul. 77-53.
. ) Ment & when damage occurs to property sesection 1.6041-3(n) is removed to avoid
made payable to joint payees. This issug . ; : .
was discussed in papers presented %#rmg a mortgag_e held by the k_)ank. Wltmonfu3|on _and redundancy. Hovyever, its
IRPAC meetings in May 1994 and May is standard, which was also discussed nemoval WI|| change f:urrent r_equwements
1995. The regulations provide that a payt_he IRPAC papers of May 1_994 and Mayy imposing a reporting requirement ona
ment.made jointly to two or more payees 995, the_proposed regulaﬂon; attempt toank that collects and pays or Cr_edlts
may be fixed and determinable income t(r)epla_ce disparate revenue _rqlmgs with &unds on pehalf of a cu_sto_m_er on an infre-
one payee even though the payment is nc?n3|stent and _eaS|Iy adml_nlstrable rulguent or isolated ba§|s if it p_erfo_rms a
fixed and determinable income to anothe%at can b_e app!|ed tq a variety of factuahan_agem_ent or oversight function in con-
payee. For example, when a payment I_?1|tuat|0_ns involving middlemen. nectl_on with the payment, a transaction
consiaeration for ’services is made Sectl_on 1.604_1—1(e)(2) of the _proposethat |s_currently within the §1.6041-3(n)
payable to joint payees, one of whom igegulatlons provides an exception to thexception. _
the service provider ar,1 information re_gen_eral rule of §1.604_1—1(e)(1) by refer- The proposed regulations also remove
turn must be made ’showing the servic&ncing the procedures in Re\_/. Proc. 84—3%aragraphs (b) and (c) _of §31.3406(a)-2.
provider as the payee if the payment i§984_1 C.B. 502) for an optional methodrhese paragraphs provide a standard for
or payors to designate a paying agent tmformation reporting by a so-called mid-

f|_xed and_determlnaple Income to th_e S€ie information returns and backup with-dleman that is inconsistent with the stan-
vice provider, even if the payment is no

. . : old. dard in the proposed regulations. As
fixed and determinable income to the . . .
L The proposed regulations include examended, 831.3406(a)-2 reiterates the
other payee. See, e.g., Situation 2 of Rev. . ; . )
Rul. 70-608 (1970-2 C.B. 286). amples, denve_d primarily fr(_)m reverjuegeneral rule of section 3406(h) (also
rulings and private letter rulings, whichstated in 8§35a.9999-3, Q & A 1) that the
b. Identification of Payor are intended to be all-inclusive. Rulingsiefinition of payor for information report-
that are factually encompassed by the pring purposes determines who is the payor
A payment reportable under sectiorposed regulations will be obsoletedfor backup withholding purposes as well.
6041 may be made by a person on behalfomments are requested identifying other
of another person that is the actual sourdactually relevant rulings or suggestin
of the funds. Under certain circumstanceappropriate additional examples.
this so-called middleman, and not the per- The proposed regulations make tw
son that provided the funds, is the payarhanges to §1.6041-3 (to be effective Jan- The proposed regulations add a new
obligated to report the payment under secrary 1, 2001). They revise §1.6041-3(d)aragraph (f) to §1.6041— 1 that clarifies
tion 6041. See, e.g., Rev. Rul. 93—-7@00 conform the cross-reference tqnatthe amount to be reported as paid to a
(1993-2 C.B. 294). §1.6041-1 to the language effective Janysayee is the gross amount of the payment
Consistent with Rev. Rul. 93-70, theary 1, 2001, and to clarify the current rulgy; nayments before fees, commissions,
proposed regulations add a new paragraphat real estate agents who manage ren@lpenses, or other amounts owed by the
(e)(1) to §1.6041-1 that provides that aroperty and make payments of rent tg,yee to another person have been de-

. Amount to be Reported When Fees,
xpenses or Commissions are Deducted
(l):rom a Payment
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ducted. See, e.g., Rev. Rul. 67-19Rev. Rul. 59-328 (1959-2 C.B. 379)  deliver the securities to the broker/dealer
(1967-1 C.B. 319); Rev. Rul. 54-571Rev. Rul. 55-606 (1955-2 C.B. 489) against delivery of the proceeds of the
(1954-2 C.B. 235). The rule, which apRev. Rul. 54-571 (1954-2 C.B. 235) sale. The investment adviser, and not the
plies whether the payment is made jointly . . broker/dealer or the custodian bank, is
or separately to the payee and anothér Proposed Regulations Under Section required to report the payment of the pro-
person, is also cross-referencedexam- 6045 ceeds of the sale to the investment ad-
ple 6andExample &f §1.6041-1(e)(3). Section 6045 provides that a brokeYiser's customer, because (1) the
The rule of §1.6041-1(f) is illustrated st file an information return showingbroker/dealer paid the gross proceeds of
by two examples involving payment ofy,o hame and address of the broker’s culle sale to the custodian bank against de-
taxable damages by a defendant to a plaifs mer and other details, such as thivery of the securities sold, and (2) the
tiff. These examples, read witxample 8 ;1 ount of the gross proceeds of th&ustodian bank’s customer was the invest-
of 81.6041— 1(e)(3), are, in part, inconSiSfransaction, as the Secretary may requir@em adviser, an exempt recipient.
tent withExample 2of the proposed regu- gqction 6045(c) defines a broker as a Commentators on the proposed regula-
lations at §1.6045-5(f), published on Ma)ﬁealer, a barter exchange, or any othdipns objected to the imposition of the re-
21,1999 (64 FR 27730FExample Xtates person who, for a consideration, reguporting obligation under section 6045(a)
that a defendant that pays a settlement thrIy acts as a middleman with respect t8" investment advisers because (1) in-
plaintiff and knows the amount of theproperty or services. vestment advisers generally do not have
plaintiff’s attorney fees included in the' ggction 1.6045-1(a)(2) provides that first-hand knowledge that a sale has been
payment is required to report the payment,,ciomer is the person who makes a saf@mpleted, and (2) investment advisers
of the attorney fees under section 6044 cted by a broker, if the broker acts agenerally do not handle the proceeds of a
and not the gross proceeds under secti i an agent for the customer in the sa|es’ale and, consequently, cannot comply
6045(f). However, under §1.6041-1(e) O(fii) a principal in the sale, or (iii) the with the backup withholding require-
these regulations, the defendant is not ®¥arty in the sale responsible for paying oments of section 3406. Investment ad-
ercising management or oversight in COMkrediting the proceeds to the customeViser reporting issues were also the sub-
nection with, and therefore is not requiregqer §1.6045-1(h), a broker must ired€ct of IRPAC papers presented at
to make an information return under seGg, o person whose name appears on tReetings in November 1995 and October
tion 6041 for, the payment to the attorney, .. ar's books and records as the princh997'
The plaintiff, not the defendant, is r€al. These proposed regulations withdraw
quired to report the payment of attorney gqction 5.6045-1(c)(3), also pub_the 1984 proposed regulations. In gen-
fees to plaintiff's attorney under sectionighed as proposed regulations (49 F.(eral, they propose to incorporate the
6041 (assuming that the payment is mad232343)' provides that no return of inforProvisions of §5f.6045-1 into
in the course of the plaintiff's trade oryation is required with respect to a sal81.6045-1(c)(3) and (4). The proposed
business and that the other requirement$tacted for a customer that is an eXermg{egulations also remove investment advis-
of section 6041 apply). Accordingli#x- recipient. Among the categories of ex&rS from the list of exempt recipients and
ample 2in the final regulations under S€C-empt recipients is a person registereE?Vise current 85f.6045-1(c)(Examples
tion 6045(f) will be revised to provide that,,qer the Investment Advisers Act oft @nd5 to clarify that, under the revised
the defendant is not required to make afig40 who regularly acts as a broker (aHJIes, an investment adviser that initiates
information return under section 6041 buf,estment adviser). a sale on behalf of a customer is required
is required to make an information return  gaction 5f.6045-1(c)(3)(iii) providesto make a return of information only if the
under section 6045(f), even if the defenfhat’ in a cash on delivery or similar transSale relates to an investment account in
dant knows the amount of plaintiff’s attor'action, only the broker that receives thdhe investment adviser’s name (i.e., the

ney fees. gross proceeds against delivery of the sidentity of the customer is not disclosed to

gurities sold is required to report a salghe account custodian).
unless the broker’s customer is anothqj;roposed Effective Date
As discussed above, the proposed refproker (a second-party broker) that is an
ulations apply to the factual situations adexempt recipient. In that case, only the The provisions of these regulations
dressed in the following revenue rulingssecond-party broker is required to reportunder sections 6041 and 3406 are pro-

d. Revenue Rulings to Become Obsolet

which will become obsolete: One effect of these provisions is to shifposed to be applicable for payments made
Rev. Rul. 93—-70 (1993-2 C.B. 294) the reporting requirement in a cash on den or after the beginning of the first calen-
Rev. Rul. 85-50 (1985-1 C.B. 345) livery transaction from the broker that re-dar year that begins after these regulations

Rev. Rul. 77-53 (1977-1 C.B. 368) ceives the gross proceeds against deliveaye published in thEederal Registeras
Rev. Rul. 73-232 (1973-1 C.B. 541)  of the securities to an investment advisefinal regulations. The provisions of these
Rev. Rul. 70-608, Situations 1, 2, and 5or example, in 85f.6045-1(c)(Exam- regulations under section 6045 are pro-
(1970-2 C.B. 286) ple (4) an investment adviser instructs gosed to be applicable for sales effected
Rev. Rul. 69-595 (1969-2 C.B. 242)  broker/dealer to sell securities owned bgn or after the beginning of the first calen-
Rev. Rul. 67-197 (1967-1 C.B. 319) the investment adviser’'s customer and tdar year that begins after the date these
Rev. Rul. 65-129 (1965-1 C.B. 519)  pay the proceeds of the sale to a custodiaagulations are published in titederal
Rev. Rul. 64-36 (1964-1 C.B. 446) bank. The custodian bank is instructed tRegisteras final regulations.
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Special Analyses small entities of all alternatives considwill be available free of charge at the

. . _ered. hearing.
It has been determined that this notice The collection of information in pro-

of proposed rulemaking is not a signifi—posed §1.6045-1(c)(3) will not have Prafting Information

cant regulatory action as defined in Execsignificant economic impact on a substan- The principal author of these requla-
utive Order 12866. Therefore, a regulaa| number of small entities. The prosjong ispDonr?a M. Crisalli, Office ofgthe
tory assessment is not required. It has algpysed regulations will relieve investmenixccocinte Chief Counsel ’(Income Tax &
been determined that section 553(b) of thgyyisers of the requirement to make inforaceounting).  However, other personnel
Administrative Procedure Act (5 U.S.C.mation returns under section 6045(a), adlom the IQI]?S and Trea{sur D(Fa) artment
chapter 5) does not apply to these regulgy, if any, financial custodians that may, articipated in their develop)ll”nent?

tions. An initial regulatory flexibility pe affected by the regulations are small % ok ok
analysis has been prepared for the collegptities.

tion of informat_ion in this notice of pro- . _ Proposed Amendments to the
posed rulemaking under 5 U.S.C. sectio@omments and Public Hearing Regulations

603. The analysis is set forth in this pre- .
amble under the heading “Initial Regula- Before these proposed regulations are accorgingly, under the authority of 26

tory Flexibility Analysis.” Pursuant to adopted as final regulations, considerqy g ¢ 7805, the notice of proposed rule-
section 7805(f) of the Internal Revenud'©" will be given to any electronic of yaying (LR-62-84) amending 26 CFR
Code, this notice of proposed rulemakinél_rltten comments (@ signed original a”i{art 1 that was published in tiF@deral
will be submitted to the Chief Counsel for.Ight (3) copies) that are .Sme'tte egisteron May 29, 1984 (49 F.R.
Advocacy of the Small Business Admin-iMmely (in the manner described in they3343) i withdrawn. In addition, 26

istration for comment on its impact onf \DPORESSES caption) to the IRS. Thecrg parts 1, 5f, and 31 are proposed to be
small business. IRS and Treasury Department requestnended as follows:
comments on the clarity of the proposed

Initial Regulatory Flexibility Analysis ~ rules and how they may be made easier RART 1—INCOME TAXES
understand. All comments will be avail- o

The collection of information pro- able for public inspection and copying. Parqgraph 1. The authority citation for
posed in §1.6041-1(e) is needed to clar- A public hearing has been schedule@a't 1 is amended - _
ify the requirements for filing an infor- for February 7, 2001, beginning at 1¢°Y @dding an entry in numerical order to
mation return under section 6041 when a.m. in the IRS Auditorium, Seventh€ad in part as follows:
person makes a payment on behalf of afoor, Internal Revenue Building, 1111 Authority: 26 U.S.C. 7805 * * *
other person or to joint payees. The obConstitution Avenue, NW., Washington,SecnO” 1.6041-1 also issued under 26
jectives of the proposed regulations arBC. Due to building security procedures,U'S'C' 6041(3)'_* o .
to provide uniform, practicable, and adwvisitors must enter at the 10th Street en- Par- 2. Section 1.6041-1 is amended
ministrable rules under section 6041 fotrance, located between Constitution an@Y: _
persons making payments on behalf gbennsylvania Avenues, NW. In addition, 1- Reémoving the language “paragraph
another person or to joint payees. Thall visitors must present photo identifica{9)” in the second sentence of paragraph
types of small entities to which the protion to enter the building. Because of adP)(1) and adding the language “para-
posed regulations may apply are smalless restrictions, visitors will not be ad9raph (i)" in its place.
businesses. An estimate of the numbenitted beyond the immediate entrance 2: Adding two sentences after the
of small entities affected is not feasiblearea more than 15 minutes before thgUrth sentence of paragraph (c).
because of the large variety of entitietearing starts. For information about 3: Redesignating paragraphs (e)
and transactions to which the proposeHaving your name placed on the building"0ugh (9) as paragraphs (g) through ().
regulations may apply. However, inaccess list to attend the hearing, see the#- Adding new paragraphs (e) and (f),
1997 a total of 73,273,621 Forms 1099FOR FURTHER INFORMATION and (). .
MISC were filed with the IRS. The CONTACT” section of the preamble. The additions and revisions read as
number of 1997 Forms 1099-MISC that The rules of 26 CFR 601.601(a)(3)°!lows:
related to transactions that involved payapply to the hearing.Persons who WiSh. 81 .6041-1 Return of information as to
ments made on behalf of another persqsresent oral comments at the hea””ﬁayments of $600 or more.
or to joint payees cannot be determinednust submit written comments and an
The current estimated reporting burdeoutline of the topics to be discussed anti* * * *
relating to Form 1099-MISC is 14 min-the time to be devoted to each topic (c) * * * A payment made jointly to
utes per form. No special professionalsigned original and eight (8) copies) bytwo or more payees may be fixed and de-
skills are necessary for preparation of thganuary 24, 2001. A period of 10 minuteserminable income to one payee even
reports or records. There are no knowwill be allotted to each person for makinghough the payment is not fixed and deter-
Federal rules that duplicate, overlap, otomments. An agenda showing theninable income to another payee. For ex-
conflict with these proposed regulationsscheduling of the speakers will be preample, property insurance proceeds paid
The regulations proposed are considergshred after the deadline for receiving outjointly to the owner of damaged property
to have the least economic impact ofines has passed. Copies of the agendad to a contractor that repairs the prop-
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erty may be fixed and determinable inescrow account and makes disbursements accordingExample 7 Attorney P deposits into a client
come to the contractor but not fixed andP E's instructions to contractors and subcontractottsust fund a settlement payment from R, the defen-
[k performing repairs on the property. D is not perdant in a breach of contract action for lost profits
’ forming management or oversight functions, but Dn which P represented plaintiff Q. P makes pay-
has a significant economic interest in the paymentaents from the client trust fund to service

(e) Payment made on behalf of anothepecause the purpose of the arrangement is to enspreviders such as expert witnesses and private in-
persor-]—(l) In general A person that that property on which D holds a mortgage is revestigators for expenses incurred in the litigation.
makes a payment in the course of its trad)@ireq or repla_lced. D isfsubj(_ect té)othe ir_]fsrmatiorP decides Wh(;)rg to hir_e, neghotiatre]s the qmourr:t of

. porting requirements of section 6041 with respegiayment, and determines that the services have
or business on behalf of another person jgthe payments to contractors. been satisfactorily performed. In the event of a
the payor that must make a return of in- Example 3 Settlement agent F provides real esdispute with a service provider, P withholds pay-
formation under this section with respectate closing services to real estate brokers andent until the dispute is settled. With respect to
to that payment if the payment is deagents. F deposits money received from the buypayments to the service providers P is performing
scribed in paragraph (a) of this sectioR' Ierl(rj]er in an etstcrow T\cctt)utnt and inakebs psymean;xs-altr;]aggrpent (:r oversigrt1_t functions andtis sfubject

. om the account to real estate agents or brokers, e information reporting requirements of sec-

and, under all the facts and ClrcumStanceér‘aisers, land surveyors, building inspectors, or sintion 6041.
that person— ilar service providers according to the provisions of Example 8 Assume the same facts asEixam-

(i) Performs management or oversighthe real estate contract and written instructions fromple 7, except that after paying the service
functions (i.e., performs more than merg¢he lender. F may also make disbursements pursuarbviders and deducting his legal fee, P pays Q the
administrative or ministerial functions) into verbal instructions of the seller or purchaser aemaining funds that P had received from the set-
closing. F is not performing management or overlement with R. With respect to the payment to Q,
.. . L. sight functions and does not have a significant ecd is not performing management or oversight

(if) Has a significant economic interest,omic interest in the payments, and is not subject fainctions and does not have a significant eco-
in the payment. the information reporting requirements of sectiomomic interest in the payment, and is not subject to

(2) Optional method to reportA per- 6041. For the rules relating to F's obligation to rethe information reporting requirements of section
son that makes a payment on behalf of aport the gross proceeds of the sale, see secti6041. For the rules relating to R’s obligation to re-
8045(e) and §1.6045-4. port the payment of the settlement proceeds to P,
- . Example 4 Assume the same facts aEkxample see section 6045(f) and §1.6045-5. For the rules
an information return under paragraph except that the seller instructs F to hire a contracelating to R’s obligation to report the payment of
(e)(1) of this section may elect to do Saor to perform repairs on the property. F selects thine settlement proceeds to Q, see paragraphs
pursuant to the procedures established @antractor, negotiates the cost, monitors the progreé&s)(1)(i) and (f) of this section. For the rules relat-
Rev. Proc. 84—33 (1984—1 C.B. 502) (Opr the project, and inspects the work to ensure ihg to Q’s obligation to report the payment of at-

. . omplies with the contract. With respect to the paytorney fees to P, see paragraphs (a)(1)(i) and (d)(2)
tional method for a paying agent to reporﬁwents to the contractor, F is performing managesf this section.

and deposit amounts withheld for payorgent or oversight functions and is subject to the in- Example 9 Medical insurer S operates as the ad-
under the statutory provisions of backuformation reporting requirements of section 6041. ministrator of a health care program under a contract
withholding) (see 8601.601(d)(2) of this Example 5 Real estate agent G manages certainith a state. S makes payments of government
chapter). rental property on behalf of property owner H. In adfunds to health care providers who provide care to
dition to collecting the rent G arranges for variougligible patients. S receives and reviews claims sub-
. services that are needed to maintain the propertyitted by patients or health care providers, deter-
paragraph (e) are illustrated by the folie g painting, repairs, lawn mowing, etc.), determines if the claims meet all the requirements of the
lowing examples: mines that the services have been satisfactorily pgrrogram (e.g., that the care is authorized and that the
Example 1 Bank B provides financing to C, a formed, and pays the service providers. G is pepatients are eligible beneficiaries), and determines
real estate developer, for a construction project. Brming management or oversight functions and ithe amount of payment. S is performing manage-
puts the funds in an escrow account and makes disubject to the information reporting requirements ofnent or oversight functions and is subject to the in-
bursements from the account for labor, materialssection 6041 with respect to the payments to the seformation reporting requirements of section 6041
services, and other expenses related to the construiece providers. With respect to the payments of renwith respect to the payments.
tion project. In connection with the payments, Bo H, see §1.6041-3(d). Example 10 Race track employee T holds de-
performs the following functions on behalf of C: ap- Example 6 Literary agent J receives a paymenposits made by horse owner U in a special escrow
proves payments to the general contractor or sulrom publisher L of fees earned by J's client, authoaccount in U’'s name. U enters into a contract with
contractors; ensures that loan proceeds are propeRy J deposits the payment into a bank account in Jsckey V to ride U’s horse in a race at the track. As
applied and that all approved bills are properly paidame and pays K the net amount after subtracting Hérected by U, T pays V the fee for riding U’s horse
to avoid mechanics or materialmen’s liens; conductsommission. From time to time and as directed bfrom U’s escrow account. T is not performing man-
site inspections to determine whether work has beéq, J also makes payments to attorneys, manageegement or oversight functions and does not have a
completed (but does not check the quality of thand other third parties from these funds for servicesignificant economic interest in the payment, and is
work); evaluates and assesses the cost of the projeeindered to K. J does not order or direct the provirot subject to the information reporting require-
including costs of changes; and communicates r&ion of services by the third parties to K, and J exements of section 6041. For the rules relating to U's
sulting concerns to C or to the general contractor ssises no discretion in making the payments to thenobligation to report the payment of the fee to V, see
that modifications can be made or additional fund3 is not performing management or oversight fungearagraph (a)(1)(i) of this section.
ing obtained. B is performing management or ovettions and does not have a significant economic inter- Example 11 Bank W collects payments from
sight functions in connection with the payment anaést in the payments, and is not subject to the infornortgagors and remits the amounts to the mort-
is subject to the information reporting requirementsnation reporting requirements of section 6041 ilgagees or credits their accounts. W performs no
of section 6041 with respect to payments from theonnection with the payments to K or to the thircdbther task with respect to the mortgage payments
escrow fund. parties. For the rules relating to L's obligation to reand has no other interest in the accounts. Al-
Example 2 Mortgage company D holds a mort-port the payment of the fees to K, see paragraplisough W collects payments on a regular and con-
gage on business property owned by E. When the)(1)(i) and (f) of this section. For the rules relatinginuing basis, W is not performing management or
property is damaged by a storm E’s insurance conte K’s obligation to report the payment of the com-oversight functions and does not have a significant
pany issues a check payable to both D and E in sehission to J and the payments to the third parties f@conomic interest in the payments, and is not sub-
tlement of E's claim. Pursuant to the contract beservices, see paragraphs (a)(1)(i) and (d)(2) of thject to the information reporting requirements of
tween D and E, D holds the insurance proceeds in aection. section 6041 with respect to the payments.

determinable income to the owne
* k% % * %

connection with the payment; or

other person but is not required to mak

(3) Examples The provisions of this
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() Amount to be reported when fees, The revisions read as follows: ciation, cooperative bank, homestead as-
expenses or commissions are dedueted ) ) sociation, credit union, industrial loan as-
(1) In general The amount to be re- 31:6045-1 Returns of information of  gqciation or bank, or other similar organi-

ported as paid to a payee is the grod¥okers and barter exchanges zation.

amount of the payment or payments be- (a) Definitions The following defini- (C) Exemption certificate A broker
fore fees, commissions, expenses, Qfyns apply for purposes of this sectiof@y treat a person described in paragraph
other amounts owed by the payee to an; §1.6045-2: (©)(3)())(B) of this section as an exempt
other person have been deducted, whethex «  « recipient based on a properly completed
the payment is made jointly or separately (c) *** exemption certificate (as provided in
to the payee and the other person. (3) Exceptions—(i) Sales effected for §31.3406(h)-3) of this chapter or on the

(2) Examples The provisions of this exempt recipients- (A) In general No broker’s actual knowledge that the payee
paragraph (f) are illustrated by the followW+gturn of information is required with re-1S a person described in paragraph
ing examples: . _ spect to a sale effected for a customer thed)(3)(i)(B) of this section. A broker may

Example 1 Attorney P represents client Q in aiS an exempt recipient under paragrap??qu"e an exempt recipient to file a prop-

breach of contract action for lost profits against de- . . . . .
fendant R. R settles the case for $100,000 damag®(3)(i)(B) of this section. erly completed exemption certificate and

and $40,000 for attorney fees. R issues a check (B) Exempt recipient definedThe May treat an exempt rec?pient that fails to
payable to P and Q in the amount of $140,000. R t&rmexempt recipienineans— do so as a recipient that is not exempt.
required to make an information return reporting a (1) A corporation as defined in section (i) Excepted salesNo return of infor-

payment to Q in the amount of $140,000. i i4n- mation is required with respect to a sale
Example 2 Assume the same facts a€kample 7701(a)(3), whether domestic or foreign; q p

1, except that R issues a check to Q for $100,000 (2) An organization exempt from taxa'EﬁeCj[ed by a broker for a CUStO_mer if the
and a separate check to P for $40,000. R is requiréion under section 501(a) or an individuafale is an excepted sale. For this purpose,

to make an information return reporting a paymentetirement plan; a sale is an excepted sale if it is so desig-
to Q in the amount of $140,000. (3) The United States or a State, th@ated by the Internal Revenue Service in a
* k k k%

, _ o District of Columbia, a possession of théevenue ruling or revenue procedure (see
(i) Effective date The provisions of yniteq States, a political subdivision 0f§601.601(d)(2) of this chapter).

paragraphs (b), (c), (e), and (f) apply tny of the foregoing, a wholly-owned (iii) Multiple brokers If a broker is in-
payments made on or after the beginninggency or instrumentality of any one optructed to initiate a sale by a person that
of the first calendar year that begins aft§f,qre of the foregoing, or a pool or partiS an exempt recipient described in para-
these regulations are published in thgeshin composed exclusively of any ofiraph (€)(3)()(B)6). (7), or (11) of this
Federal Registeras final regulations. ¢ foregoing: section, no return of information is re-
§1.6041-3 [Amended] (4). A.foreign goverqment, a political quired with respect'to the sale by that pro—
subdivision thereof, an international orgaker. In a redemption of stock or retire-
Par. 3. Section 1.6041-3, as in effect onization, or any wholly-owned agency ofment of securities, only the broker
January 1, 2001, is amended as follows: instrumentality of the foregoing; responsible for paying the holder re-
1. In paragraph (d), removing the lan- (5) A foreign central bank of issue agleemed or retired, or crediting the gross
guage “(but the agent is subject to the redefined in §1.895-1(b)(1) (i.e., a bankroceeds on the sale to that holder’s ac-
quirements of paragraph (a)(1)(ii) andhat is by law or government sanction theount, is required to report the sale.
(2)(ii) of §1.6041-1)” and adding the lan-principal authority, other than the govern- (iv) Cash on delivery transactiondn
guage “(but the agent is required to reporhent itself, issuing instruments intendedhe case of a sale of securities through a
payments of rent to the landlord in accorto circulate as currency); cash on delivery account, a delivery ver-
dance with §1.6041-1)(a)(1)(i)(B) and (6) A dealer in securities or commodi-sus payment account, or other similar ac-
(2)” in its place. ties registered as such under the laws ebunt or transaction, only the broker that
2. Removing paragraph (n) and redeghe United States or a State; receives the gross proceeds from the sale
ignating paragraphs (o) through (q) as (7) A futures commission merchantagainst delivery of the securities sold is
paragraphs (n) through (p). registered as such with the Commodityequired to report the sale. If, however,
Par. 4. Section 1.6045-1, as in effect oRutures Trading Commission; the broker’s customer is another broker
January 1, 2001, is amended as follows: (8) A real estate investment trust (agsecond-party broker) that is an exempt
1. Revising paragraph (a) introductorydefined in section 856); recipient, then only the second-party bro-
text. (9) An entity registered at all timesker is required to report the sale.
2. Revising paragraphs (c)(3) andluring the taxable year under the Invest- (v) Fiduciaries and partnershipsNo
(c)(4). ment Company Act of 1940 (15 U.S.Creturn of information is required with re-
3. Removing the language “5f.6045-B0a-1,et seq); spect to a sale effected by a custodian or
(c)(3)(ii) of this chapter” and adding the (10) A common trust fund (as definedtrustee in its capacity as such or a redemp-
language “paragraph (c)(3)(iii) of thisin section 584(a)); or tion of a partnership interest by a partner-
section” in its place in each place it ap- (11) A financial institution such as aship provided the sale is otherwise re-
pears in paragraph (g)(®xamples 14, bank, mutual savings bank, savings angorted by the custodian or trustee on a
5, 6, and7(i). loan association, building and loan ass@roperly filed Form 1041, or the redemp-
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tion is otherwise reported by the partnerties and certificates issued by the Comgraph (c)(3)(iv) of this section, K is not required to
ship on a properly filed Form 1065, andnodity Credit Corporation after January™ake a return of information with respect to the sale

) . . . ecause K will pay the gross proceeds to L against
all Schedule K-1 reporting requirementd, 1993, see paragraph (c)(7) of this segelivery of the securities sold. L is required to make

are ?atiSﬁed- _ _ tion-___ _ o a return of information with respect to the sale be-
(vi) Sales atissue priceNo return of  (xiii) Effective date The provisions of cause D is L's customer and is not an exempt recipi-

information is required with respect to ahis paragraph (c)(3) apply for sales efent.

sale of an interest in a regulated invesfected on or after the beginning of the first Example 5 Assume the same facts asHxam-

ment company (within the meaning ofcalendar year that begins after the dafi® 4€*Cept that the records of both K and L with
réspect to the transaction show an account in the

se_ction 851) that computes its qurr_enﬂhese regulfitions are published iN thRame of E. Pursuant to paragraph (h)(1) of this
price per share for purposes of distribuFederal Registeras final regulations. section, E is considered the customer of K and L.
tions, redemptions, and purchases so as(4) Examples The following examples Under paragraph (c)(3)(iv) of this section, K is not
to stabilize the price per share at a corilustrate the application of the rules infequired to make a return of information with re-

. N . . spect to the sale because K will pay the gross pro-
stant amount that approximates its issugaragraph (c)(3) of this section: ceeds to L against delivery of the securities sold. L

price or the price at which it was origi- Example 1 P, anindividual who is not an exempt;

o . ,s required to make a return of information with re-
nally sold to the public recipient, places an order with B, a person generaly . 1, e sale because E is L's customer and is
iy Obli ) t tai known in the investment community to be a federhgt an exempt recipient. E is required to make a re-
(vii) 'gor payments on certain ally registered broker/dealer, to sell P’s stock in )

; ; ; ; ; furn of information with respect to the sale because
obligations No return of information is pyplicly traded corporation. B, in turn, places a P

- - ) 'b is E's customer and is not an exempt recipient.
required with respect to payments represrder to sell the stock with C, a second broker, L by P
Example 6 F, an individual who is not an ex-

senting obligor payments on— which will execute the sale. B discloses to C th%mpt recipient, owns bonds that are held by G, a

(A) Nontransferable obligations (ihC|ud-'dem_Ity of the customer placing the order. C is N%gerally registered broker/dealer, in an account for
. . bonds. savinas account required to make a return of information with e with G designated as nominee for F. Upon the re-
o S(tivmgs ; J %pect to the sale because C was instructed by B, filbment of the bonds, the gross proceeds are auto-
checking a_ccognts, and NOV.V accounts); exempt recipient as defined ‘in paragraphmatica” credited tolthe gccour?t of F. G is re-
(B) Obligations as to which the entire(c)(3)(i)(B)(6) of this section, to initiate the sale. B " y ; o
) ired K t £ inf i ith _qwred to make a return of information with respect
gross proceeds are reported by the brokerrequired to make a return of information wi "0 the retirement because G is the broker responsi-

on Form 1099 under provisions of the |n§$]e:)t<é%tphterescai§:ricause Pis B's customer and is pot ¢ making payments of the gross proceeds to F.
1 ' * %k % %
ternal Revenue Code other than section Example 2 Assume the same facts aEkample

6045 (including stripped coupons iSsued except that B has an omnibus account with C sg
prior to July 1, 1982); or that B does not disclose to C whether the transactichl-6045—2 [Amended]
C) Retirement of short-term obligationgs for a customer of B or for B's own account. C is
(i e( )obligations with a fixed maturi?y daten©t required to make a return of information with re- Par. 5. In §1.6045-2, paragraph
o . . spect to the sale because C was instructed by B, @n)(2)(ii), is amended by removing the
?hOt er:(ceedlrjg_ 1y_ear from the date of IS_SU% empt recipient as defined in paragrapf]anguage “85f.6045-1(c)(3)(i)(B) of the
at have original issue discount, as definggs)(i)B)(6) of this section, to initiate the sale. B :
. . ) 4 . } : Temporary Income Tax Regulations
in section 1273(a)(1). is required to make a return of information with re- . .
(viii) Callable obligations No return of spectto the sale because P is B’s customer and is tlrgt]der the Tax Equlty and FI?C&l Respon-
information is required with respect to pay2" €xempt recipient. sibility Act of 1982” and adding the lan-
¢ e bli ¢ Example 3 D, an individual who is not an ex- guage “81.6045— 1(c)(3)(i)(B)” in its
ments repr_ese_n Ing obligor payments OQmpt recipient, enters into a cash on delivery stock|gce.
demand obligations that also are callable kyansaction by instructing K, a federally registere Par. 6. In §1.6049-4. as in effect on
the obligor and that have no premium obroker/dealer, to sell stock owned by D, and to de: e : ’ .
discount. liver the proceeds to L, a custodian bank. Concurlanuary 1, 2001, paragraph (a)(2) is re-

(ix) Foreign currency No retumn of in- rently with the above instructions, D instructs L tovised to read as follows:

f fi . ired with tt IdeIiver D’s stock to K (or K's designee) against de- ) )
ormation IS required with reéspect 10 a Salfg oy of the proceeds from K. The records of bott§1.6049—4 Return of information as to

of foreign currency other than a sale purk ang L with respect to this transaction show an adnterest paid and original issue discount
;suant to a; for;/vtzri]rol contr_act (()jr rl_egulatefdf fLZ?)l(T)t I?tthhe narpe olfjp. Pur_sduané tt(r)1 para?rapfhdudime in gross income after

ures contract that requires delivery of for of this section, D is considered the custom

eign currency of K and L. Under paragraph (c)(3)(iv) of this sece-}f)ecember 31,1982.

. . tion, K is not required to make a return of informa- .
(x) Fractional share No return of infor- tion with respect to the sale because K will pay the (a)

mation is required with respect to a sale of goss proceeds to L against delivery of the securities (2) Payor. For payments made on or
fractional share of stock if the gross prosold. L is required to make a return of informatiorafter the beginning of the first calendar
ceeds on the sale of the fractional share aréh respect to the sale because D is L's customgiegr that begins after the date these regu-
less than $20. and is not an exempt recipient. lations are published in theederal Reg-

) Certai fi ts N t f Example 4 Assume the same facts a&xample . final lati -
(xi) Certain retiremen o return © 3 except that E, a federally registered investment adSter as final regulations, a payor is a

information is required from an issuer or its;ser, instructs K to sell stock owned by D and to dePerson described in paragraph (a)(2)(i) or
agent with respect to the retirement of booliver the proceeds to L. Concurrently with the abovéii) of this section.
entry or registered form obligations as ténstructions, E instructs L to deliver D's stock to K (j) Every person who makes a payment

which the relevant books and records indf°" K's designee) against delivery of the proceedgs yhe tyne and of the amount subject to
te that no interim transfers have occurre{fm K. The records of both K and L with respect tq ti der thi ti d
ca e transaction show an account in the name of HEPOIING UNder tnis section (or under an

(xii) Cross referenceFor an exception pyrsuant to paragraph (h)(1) of this section, D i@pplicable section under this chapter) to
for certain sales of agricultural commodi-<onsidered the customer of K and L. Under paraany other person during a calendar year.
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(i) Every person who collects on be-son that is required to make an informa831.3406(b)(3)—-2 [Amended]
half of another person payments of th&on return under section 6041, 6041A(a),
type and of the amount subject to repor6042, 6044, 6045, 6049, 6050A, or Par 13. In 831.3406(b)(3)-2, para-
ing under this section (or under an applic6050N, with respect to any reportabl@'@Ph (0)(5) is amended by removing the
able section under this chapter), or whpayment (as described in sectiof@nguage “85f.6045-1(c)(3)(ix)" and
otherwise acts as a middleman (as d@406(b)), or that is described in para@dding the language “§1.6045-1

fined in paragraph (f)(4) of this section)graph (b) of this section. (©)B)(x)" in its place.

with respect to such payment. (b) Persons treated as payor3he fol- §31.3406(d)—4 [Amended]
*okok oKk lowing persons are treated as payors for
purposes of section 3406— Par. 14. In 831.3406(d)—4, paragraph

PART 5f—TEMPORARY INCOME
TAX REGULATIONS UNDER THE
TAX EQUITY AND FISCAL
RESPONSIBILITY ACT OF 1982

(1) A grantor trust established after De{a)(1) introductory text is amended by re-
cember 31, 1995, all of which is ownednoving the language “the payor of the in-
by two or more grantors, and for this purstrument (as defined in §31.3406(a)
pose spouses filing a joint return are con-2(b)(3)),” and adding the language “a

Par. 7. The authority citation for partsidered to be one grantor; broker holding a security (including
5f is amended by removing the authority (2) A grantor trust with ten or morestock) for a customer in street name,” in

citation for Sec. 5f.6045—1 to read in pargrantors established on or after Januaiits place.

as follows: 1, 1984 but before January 1, 1996;
Authority: 26 U.S.C. 7805 * * * (3) Acommon trust fund; and 531.3406(h)~1 [Amended]

(4) A partnership or an S corporation pg4r 15 |n §31.3406(h)-1, paragraph
85f.6045-1 [Removed] that makes a reportable payment. (c), second sentence, is amended by re-

) . (c) Persons not treated as payor$he \\qving the langquage “§5f.6045-1
Par. 8. Section 5.6045-1 is removed g|iowing persons are not treated as pa)('c)(S)(ii% and (iii)“gandgadding the lan-

PART 31—EMPLOYMENT TAXES ors for purposes of section 3406 if they 546 “§1.6045-1(c)(3)(iii) and (iv)” in

AND COLLECTION OF INCOME TAX Person does not have a reporting obliggeg piace,
AT SOURCE tion under the section on information re-

porting to which the payment relates— 831.3406(h)-2 [Amended]
Par. 9. The authority citation for part (1) Atrust (other than a grantor trust as , ,
31 continues to read in part as follows: described in paragraph (b)(1) or (2) of Par- 16. Section 31.3406(h)-2 is

Authority: 26 U.S.C. 7805 * * * this section) that files a Form 1041 con@mended as follows:

Par. 10. Section 31.3406-0 idaining information required to be shown 1. !N Paragraph (c), third sentence, re-
amended by: on an information return, includingMoVing the language *with two or more

1.  Revising the entry for amounts withheld under section 3406; odfantors described in §31.3406(a)
§31.3406(a)-2, paragraph (b). (2) A partnership making a payment of2(b)(4), which is treated as a middleman

2. Adding an entry for §31.3406(a)-2a distributive share or an S corporatioR2Y0r" and adding the language “de-
paragraph (d). making a similar distribution. scribed in §31.3406(a)-2(b)(1) or (2),

The revision and addition read as fol- (d) Effective date The provisions of Which is treated as a payor”in its place.
lows: this section apply to payments made on 2 In paragraph (d), first sentence, re-

or after the beginning of the first calendaf0Ving the language “A middleman

year that begins after these regulatior@Y0r (as defined in §31.3406(a)-2(b)"
are published in thEederal Registeras and adding the language “A middleman
.k final regulations. payor (as defined in 831.3406(a)—2(b) or

in the section on information reporting to

§31.3406(a)—2 Definition of payors §31.3406(a)—4 [Amended] which the payment relates)” in its place.
, . 3. In paragraph (f)(6), removing the
Par. 12. Section 313406(a)—4 Iqanguage “§31.3406(a)— 2(3.)" and addlng

§31.3406-0 Outline of the backup
withholding regulations.

obligated to backup withhold.

XKk amended as follows: _ the language “§31.3406(a)-2" in its

(b) Persons treated as payors. 1. In paragraph (c)(1), first sentencepace.

* ok ok Kk removing the language “Any middleman

(d) Effective date. (as defined in 831.3406(a)-2(b))” and Robert E. Wenzel,

* ok ok Kk adding the language “A middleman payor Deputy Commissioner
Par. 11. Section 31.3406(a)-2 is re(@s defined in §31.3406(a)-2(b) or in the of Internal Revenue.

; . section on information reporting to which
vised to read as follows: (Filed by the Office of the Federal Register on Octo-

the payment relates)” in its place. ber 16, 2000, 8:45 a.m., and published in the issue of
§31.3406(a)-2 Definition of payors 2. In paragraph (c)(3), first sentence, . regeral ’Register for October 17, 2000, 65 F.R.

obligated to backup withhold. removing the language “831.3406(a}1292)
-2(b)(4)” and adding the language
(2)In general Payormeans the per- «g3; 3406(a)-2(b)(1) or (2)" in its place.
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Notice of Proposed Rulemaking Garrett, (202) 622-7180 (not toll-freepayer’s principal residence for at least 2

and Notice of Public Hearing numbers). years during the Elv-year per:riod endTir;]g on
. : SUPPLEMENTARY INFORMATION; ~ N€ date of the sale or exchange. The ex-
Exclusion of Gain From Sale or clusion applies regardless of the age of
Exchange of a Principal Background the taxpayer, and the full exclusion can be
Residence used only once every 2 years. A taxpayer
1. Section 121 Exclusion who fails to meet these requirements by

REG-105235-99 ' reason of a change in place of employ-

) This document contains proposednent, health, or, to the extent provided in
AGENCY: Internal Revenue Service, . 1oicto the Income Tax Reguldegulations, unforeseen circumstances

(IRS), Treasury. tions (26 CFR part 1) under section 121 dhay be entitled to a reduced exclusion.

ACTION: Notice of proposed rulemak-the Internal Revenue Code relating to the RRA 1998 amended TRA 1997 to clar-
ing and notice of public hearing. exclusion of gain from the sale or exchangiy that the reduced exclusion amount

R ___of a taxpayer’s principal residence. Thesgnder section 121(c) is a portion of the
SUMMARY: This document contains roposed regulations reflect changes to tHgaximum limitation amount ($250,000 or

proposed regulations relating to the EXC|LFW made by the Taxpayer Relief Act 0f$500,000 for certain joint returns), not a
sion of gain from the sale or exchange 0fqq7 b\ pjic Law 105-34 (111 Stat. 78@ortion of the realized gain. See H.R.
a taxpayer's principal residence. Thesgroa'1997)) as amended by the InterndRep- No. 356, 105th Cong., 1st Sess. 17
proposed regulations reflect changes [gevenue Service Restructuring and Reford997); S. Rep. No. 174, 105th Cong., 2d
the law made by the Taxpayer Relief ACh .. ¢ 1998 Public Law 105-206 (112Sess. 150 (1998). In addition, the amend-
of 1997, as amended by the Internal Reys,.. o5 (RéA 1998)). ments provided that for married taxpayers
enue Service Restructuring and Reform o4, e repeal by TRA 1997, sectiorfiling jointly but failing to meet the own-
Act of 1998. These proposed regulationgya, o ovided that gain from the sale or exership, use, or timing requirements of sec-
generally affect taxpayers who sell or exzp, 206 of 4 principal residence (old resfion 121(b)(2)(A), the maximum limita-
change their principal residences. dence) was recognized only to the extefiton amount will be the sum of each
DATES: Written or electronically gener-that the taxpayer’s adjusted sales price §Pouse’s limitation amount determined on
ated comments must be received by Janthe old residence exceeded the taxpayePsSeparate basis as if they had not been
ary 9, 2001. Requests to speak (with oucost of purchasing a new residence withiarried. S. Rep. No. 174, 105th Cong.,
lines of oral comments) to be discussed #te replacement period (generally 2 yea2d Sess. 151 (1998); H.R. Conf. Rep. No.

the public hearing scheduled for Januarefore or after the date of sale). 599, 105th Cong., 2d Sess. 337 (1998).
23, 2001 at 10 a.m., must be submitted by Prior to amendment by TRA 1997, for-Lastly, the amendments clar|f|eq that a
January 3, 2001. mer section 121 provided that a taxpayd@xpayer may elect to apply prior law

_ o could make a one-time election to excludender section 1034 or former section 121
ADDRESSES: Send submissions tOUp to $125,000 of gain from the sale or ext0 @ sale or exchange occurring on as well
CC:M&SP:RU (REG_105235_9.9)’ room hange of property. To qualify for the exas before the date of enactment, August 5,
5226, Internal Eevgnue Serwcr(]e, I:)O'%Iusion the taxpayer must have (1) beeh997. H.R. Rep. No. 356, 105th Cong.,
7604, Ben Franklin Station, Washington ’ .

’ - : Id the date of the sale or ekst Sess. 18 (1997); S. Rep. No. 174,
DC 20044. Submissions may be hand dage o5 or older on

T h 05th Cong., 2d Sess. 151 (1998).
livered between the hours of 8 a.m. and ange, and (2) owned and used the prob g

p.m. to: CC:M&SP:RU (REG-105235- rty as the taxpayer's principal re&deng%_ Section 121 Exclusion in Individuals’

for at least 3 years during the 5-year peri e 11 Cases

99), Courier’s Desk, Internal Revenue Ser- _ .
on o ending on the date of the sale or exchange.
vice, 1111 Constitution Ave., NW., Wash- 9 9

, , TRA 1997 amended section 121 and re- This document also contains proposed
mgtor?, DC.  Alternatively, .taxpay'ers maypealed section 1034 for sales and examendments to the Income Taxation Reg-
submit commenFs electrf)mcally vui the .In'changes of principal residences after Maylations (26 CFR part 1) under section
temet by selecting the "Tax Regs OP“.O , 1997 (except, at the election of the taxt398 of the Internal Revenue Code.
g(r)‘rr:rrfeg?ssdi':ggetg?r?:,l;é %e?:]"strg'iin%ayer, to a sale or exchange (1) made @ynder the authority provided in section
) . y . r before August 5, 1997, (2) made puri398(g)(8), the regulations add the sec-
http.//wwyv.|rs.gqv/tax._regs/regspst.htmI. suant to a binding contract in effect onion 121 exclusion to the list of tax attrib-
The_pupllc hearing will be held in the IRSAugust 5, 1997, or (3) that would qualifyutes of the debtor that the bankruptcy es-
Audltorlum., Seve'nth Floor, Intemal.R?V'under section 1034 by reason of a newate of an individual in a chapter 7 or 11
enue Service Bund!ng, 1111 Constitutionogiqence acquired on or before August Bankruptcy case under title 11 of the
Avenue, NW., Washington, DC. 1997 or pursuant to a binding contract itunited States Code succeeds to and takes
FOR FURTHER INFORMATION CON- effect on August 5, 1997). Under sectiointo account in computing the taxable in-
TACT: Concerning the regulations, Sard21 as amended, a taxpayer generally exseme of the estate. Although these regu-
P. Shepherd, (202) 622-4910; concerningudes up to $250,000 ($500,000 for cetations are proposed to be applicable on or
submissions of comments, the hearindain joint returns) of gain realized on theafter the date they are published as final
and/or to be placed on the building accesgile or exchange of property if the propregulations in theFederal Register in
list to attend the hearing, contact Treenarty was owned and used as the taxdew of the IRS’s acquiescence in the case
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of Internal Revenue Service v. Waldble to that portion. Thus, if the residenceuptcy case under title 11 of the United
schmidt (In re Bradley)AOD CC-1999- was used partially for residential purposeStates Code succeeds to and takes into ac-
009 (August 30, 1999), and Chief Counand partially for business purposes, onlgount the individual’'s section 121 exclu-
sel Notice (35)000-162 (August 10,that part of the gain allocable to the resision if the individual satisfies the require-
1999), the IRS will not challenge the po-dential portion is excludable under sectioments of section 121.

sition taken prior to the effective date ofl21. Furthermore, the section 121 exclu- _

these regulations that a bankruptcy estaséon does not apply to the extent that de& Proposed Effective Date

may use the section 121 exclusion if thereciation attributable to periods after
debtor would otherwise satisfy the sectioMay 6, 1997, exceeds gain allocable to th&pplicable for sales or exchanges that

121 requirements. business-use portion of the property. occur on or after the date they are pub-

. Un_der se_ction 121(c), a reduced eXCIUﬁshed as final regulations in theederal
sion is available for a taxpayer who Se"%zegister

or exchanges property used as the tax-
1. Section 121 Exclusion payer’s principal residence but fails to satSpecial Analyses

. isfy the ownership and use requirements
Section 1.121-1(b) of the proposed regdezcribed in secti%n 121(a) orqthe 2.year It has been determined that this notice

ulations addresses the definition of prlnClI-imitation described in section 121(b)(3)0f proposed ru|emaking is not a S|gn|f|_

pal residence. This section provides thaly i, 1 121-3(a) of the proposed regg@nt regulatory action as defined in Exec-

whether or not property is the taxpayers, ;. provides that the reduced exclusiofive Order 12866. Therefore, a regula-

residence, and whether or not property Bpplies only if the sale or exchange is ndOry assessment is not required. It also
used by the taxpayer as the taxpayefégssitated by a change in place of emplofias been determined that section 553(b)
principal residence (in the case of a tax: . . 1 oaith or to the extent provided i@f the Administrative Procedure Act (5
payer using more than one property as orms’ instru’cti(’)ns or other appropriatéJ-S-C- chapter 5) does not apply to these
residence), depends upon all the facts and; -1 ce including regulations and lettefegulations, and because these regulations
cireumstances. f a taxpayer alternates bgﬂlings unforeseen circumstances. Th@0 notimpose a collection of information
tween two properties, using each as a réglsg 5y the Treasury Department reque@ft Small entities, the Regulatory Flexibil-
dence for successive periods of tme, the o comments regarding what shouldty Act (5 U.S.C. chapter 6) does not
property that the taxpayer uses a Majory alify as an unforeseen circumstance fétPPly. Pursuant to section 7805(f) of the
of the time during the year will ordinarily urposes of determining whether a taxinternal Revenue Code, this notice of pro-
be considered the taxpayer's principal re%ayer is eligible to claim the reduced exPosed rulemaking will be submitted to the
\dence. clusion available under section 121(c). Chief Counsel for Advocacy of the Small

Section 1.121-1(c) of the proposed reg-"y "o i 121(d)(8), a taxpayeBusiness Administration for comment on

ulations addresses the use requirement . R .
: ) at must make an election to have the sectidfs impact on small business.
under section 121(a). This section pro;

vides that, in order for a taxpayer to satisi21 exclusion apply to a sale or exchan

These regulations are proposed to be

Explanation of Provisions

f a remainder interest in the taxpa erg&omments and Requests for a Public
the use requirement under section 121(a pay earing

the taxpayer must occupy the residen Hngipal residence. Section 1.121-4(f)(3 -
(except for short temporary absences) fgjrovides that the taxpayer makes the elec- pefore these proposed regulations are
at least 2 years during the 5-year periofo"” by filing a return for the taxable yearadopted as final regulations, considera-
ending on the date of the sale or exchang [ the sale or exchange that does not iffon will be given to any electronic or

See H.R. Rep. No. 148, 105th Cong., 1&jUde the gain from the sale or exchanggritten comments (a signed original and
Sess. at 348 (1997); S. Rep. No. 33, 105f}] (€ remainder interest in the taxpayer'gight (8) copies of written comments) that

cong., 1st Sess. at 37 (1997); H.R. Con#'9SS income. are submitted timely (in the manner de-
Rep. No. 220, 105th Cong., 1st Sess. at J"der section 121(f), a taxpayer muskcriped in the ADDRESSES caption) to
386 (1997). make an election to have the section 12ke |RS. The IRS and Treasury request

Section 1.121-1(d) provides that th&*¢lusion not apply to a sale or exchanggomments on the clarity of the proposed
section 121 exclusion does not apply to s3f (€ taxpayer’s principal residence. Segyjes and how they may be made easier to
much of the gain from the sale or ex!on 1.121-4(h) provides that the taxpay€linderstand. All comments will be avail-
change of property as does not exceed tHaekes the election by filing a return forapie for public inspection and copying.
portion of the depreciation adjustments (a4'¢ taxable year of the sale or exchange A puplic hearing has been scheduled
defined in section 1250(b)(3)) attributabld"at includes the gain from the sale or exur january 23, 2001, beginning at 10 a.m.
to periods after May 6, 1997, in respect of'ange of the residence in the taxpayerig the IRS Auditorium, Seventh Floor, In-

the property. gross income. ternal Revenue Building, 1111 Constitu-
Section 1.121-1(e) of the proposed regy gection 121 Exclusion in Individuals® 10N Avenue, NW., Washington, DC. Due

ulations provides that if a taxpayer satistjte 11 Cases to building security procedures, visitors

fies the use requirement only with respect must enter at the 10th Street entrance, lo-

to a portion of the property sold or ex- Section 1.1398-3 of the proposed regwated between Constitution and Pennsyl-
changed, section 121 will apply only toations provides that the bankruptcy estateania Avenues, NW. In addition, all visi-
the gain from the sale or exchange allocaf an individual in a chapter 7 or 11 banktors must present photo identification to
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enter the building. Because of access rgayer’s principal residence. Subject tustments (as defined in section
strictions, visitors will not be admitted be-the other provisions of section 121, a taxt250(b)(3)) attributable to periods after
yond the immediate entrance area mongayer will exclude gain only if, during theMay 6, 1997, in respect of the property.
than 15 minutes before the hearing startS-year period ending on the date of the (e) Property used in part as a principal
For information about having your namesale or exchange, the taxpayer owned amesidence If a taxpayer satisfies the use
placed on the building access list to attendsed the property as the taxpayer’s princrequirement only with respect to a portion
the hearing, see the “FOR FURTHER INpal residence for periods aggregating &f the property sold or exchanged, section
FORMATION CONTACT” section of the years or more. 121 will apply only to the gain from the
preamble. (b) Principal residence Whether or sale or exchange allocable to that portion.
The rules of 26 CFR 601.601(a)(3)not property is used by the taxpayer as thehus, if the residence was used partially
apply to the hearing. Persons who wish taxpayer’s residence, and whether or ndor residential purposes and partially for
present oral comments at the hearing mugtoperty is used by the taxpayer as thleusiness purposes, only that part of the
submit written comments and an outlingaxpayer’s principal residence (in the casgain allocable to the residential portion is
of the topics to be discussed and the tim& a taxpayer using more than one propexcludable under section 121. Further-
to be devoted to each topic (signed origierty as a residence), depends upon all theore, the section 121 exclusion does not
nal and eight (8) copies) by January JFacts and circumstances. If a taxpayer afpply to the extent that depreciation at-
2001. A period of 10 minutes will be al-ternates between two properties, usingibutable to periods after May 6, 1997,
lotted to each person making commentgach as a residence for successive perioglsceeds gain allocable to the business-use
An agenda showing the scheduling of thef time, the property that the taxpayeportion of the property. Sdexample 8n
speakers will be prepared after the deadises a majority of the time during the yegparagraph (f) of this section.
line for receiving outlines has passedwill ordinarily be considered the tax- (f) Examples The provisions of para-
Copies of the agenda will be availablgayer’s principal residence. A propertygraphs (a) through (e) of this section are

free of charge at the hearing. used by the taxpayer as the taxpayerifustrated by the following examples:
. . principal residence may include a house- Example 1 Taxpayer A has owned and used his
Drafting Information boat, a house trailer, or stock held by aouse as his principal residence since 1986. On Jan-

o ¢ t-stockholder i ti h uary 1, 1998, A moves to another state. Aleases his
The principal author of these regula!€Nant-StockNoIder in a cooperative NOUS, e from that date until April 18, 2000, when he
tions is Sara P. Shepherd, Office of Assiépg quporat_lon (as those terms a!’e dewils it. Alis eligible for the section 121 exclusion
tant Chief Counsel (Income Tax and Acfined in section 216(b)(1) and (2)), if thebecause he has owned and used the house as his
counting). However, other personne‘jwe”ing that the taxpayer is entitled taprincipal resi(_jence for at least 2 years out of the 5
f the IRS and the T D toccupy as a stockholder is used by theears preceding the sale.
rom the an € lIreasury Depar Example 2 Taxpayer B owned and used a house

ment participated in the development ofxpayer as the taxpayer's principal resi; . principal residence from 1986 to the end of

the regulations. dence. Property used by the taxpayer @897. on January 1, 1998, B moved to another state
x x % % % the taxpayer’s principal residence doesnd ceases to use the house. B’s move was not ne-
not include personal property, that is not gessitated by a change in place of employment,
Proposed Amendments to the fixture under local law. health, or unforeseen circumstances. B's son moved
Regulations (C) Ownership and use re uireme.ntsmto. the house in March 1999 and used the residence
9 p q until it was sold on July 1, 2001. Taxpayer B may

. . The requirements of ownership and USgot exclude gain from the sale under section 121 be-
Accordingly, 26 CFR part 1 is pro-¢o; heriods aggregating 2 years or moreause she did not use the property as her principal
posed to be amended as follows: may be satisfied by establishing ownertesidence for at least 2 years out of the 5 years pre-
; eding the sale.

PART 1—INCOME TAXES Shlp and use for 24 full months or for 73¢ Example 3 Taxpayer C lived in a townhouse that
. o days_ (365 x2). The requwements of Ownﬁe rented from 1993 through 1997. On January 1,
Paragraph 1. The authority citation foership and use may be satisfied duringggg he purchased this townhouse. On February 1,
part 1 is amended by adding an entry inonconcurrent periods if both the owneri998, C moved into his daughter’s home. On March

numerical order to read in part as followsship and use tests are met during the %-2000, while still living in his daughter’s home, C

Authority: 26 U.S.C. 7805.%** year period ending on the date of the sagér’)'sl;ifotgg;hz‘;srﬁ'thzhi ;‘;cgzgatzst eéc(')“;:]c;”d"m'e
Section 1.1398-3 also issued under 26r exchange. In establishing whether g/~ = % least 2 years out of the 5 years pre-

U.S.C. 1398(9). taxpayer has satisfied the 2-year use rgading the sale (from January 1, 1998 until March 1,
Par. 2. Sections 1.121-1, 1.121-2quirement, occupancy of the residence ®00) and he used the townhouse as his principal
1.121-3 and 1.121-4 are revised to reaéquired. However, short temporary abresidence for at least 2 years during the 5-year pe-

as follows: sences, such as for vacation or other sgifd preceding the sale (from March 1, 1995 until
| absence (although accom anie':(‘jebruary 1, 1998).
sona 9 P Example 4 Taxpayer D, a college professor, pur-

with rental of the residence), are counteghased and moved into a house on May 1, 1997. He
as perlods of use. used the house as his principal residence continu-

(a) In general Section 121 provides (d) Depreciation taken after May 6, ously until September 1, 1998, when he went
that d tai . t 535997 The section 121 exclusion does n(ﬁbroad for a 1-year sabba_tlcal leave. On October 1,
at, unaer certain circumstances, gro 1999, 1 month after returning from the leave, D sold

income does not include gain realized ofPPly to so much of the gain from the salg e Because his leave is not considered to be
the sale or exchange of property that wad¥ exchange of property as does not €X%-short temporary absence for purposes of section
owned and used by a taxpayer as the tag(eed the portion of the depreciation adt21 (see paragraph (c) of this section), the period of

81.121-1 Exclusion of gain from sale or
exchange of a principal residence.
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the leave may not be included in determinings15,000 of the gain is allocable to the business-ugas determined under paragraph (c) of
whether D used the house for periods aggregatinggdrtion of the property and that $35,000 of the 9aifhis section).
years during the 5-year period ending on the date & allocable to the portion of the property used as (2) Other joint returns For taxpayers
the sale. Consequently, D is not entitled to excludeer residence. J must recognize the $15,000 of . L. . .
gain under section 121 because he did not use tpain allocable to the business-use portion of th%“ng jointly, if the spouses fail to meet
residence for the requisite period. property ($10,000 of which is unrecaptured sectiothe requirements of paragraph (b)(1) of
Example 5 Taxpayer E purchased a house 0250 gain within the meaning of section 1(h), andhis section, the maximum limitation
February 1, 1998, that he used as his principal res$5,000 of which adjusted net capital gain). J maymount to be claimed by the couple will
]Eience. During 1998 and 1999, E left his residenaexclude $35,000 of the gain from the sale of th%e the sum of each spouse’s limitation
or a 2-month summer vacation. E sold the house groperty. . .
March 1, 2000. Although, in the 5-year period pre- Example 10 Taxpayer K owns two residences,2Mount determined on a separate basis as
ceding the date of sale, the total time E used his resine in New York and one in Florida. From 199df they had not been married. For this
dence is less than 2 years (21 months), the sectitirough 2003, he lives in the New York residencgpurpose, each spouse will be treated as
121 exclusion will apply to gain from the sale of thefor 7 months and the Florida residence for %Wning the property during the period
residence because the 2-month vacations are shotonths. Thus, K used the New York residence that either spouse owned the propert
temporary absences and are counted as periodsméjority of the time in each year from 1999 P .. prop y
use in determining whether E used the residence féirough 2003. Therefore, in the absence of facts (3) Examples The provisions of this
the requisite period. and circumstances indicating otherwise, the Neyparagraph (b) are illustrated by the fol-
Example 6 On July 1, 1999, Taxpayer F movesYork residence is his principal residence, and onljowing examples:
into a house that he owns and had rented to tenanie New York residence would be eligible for the Example 1 Married taxpayers H and W sell
since July 1, 1997. F took depreciation deductions21 exclusion if it were sold at the end of 2003.  their residence and the gain realized from the sale
totaling $14,000 for the period that he rented the Example 11 Taxpayer L owns two residences,is $256,000. H and W meet the requirements of
property. After using the residence as his principaine in Virginia and one in Maine. During 1999 andsection 121 and file a joint return for the year of the
residence for 2 full years, F sells the property on Au2000, she lives in the Virginia residence. Duringsale. The entire amount of gain from the sale of
gust 1, 2001. F’s gain realized from the sale i2001 and 2002, L lives in the Maine residencetheir principal residence is excluded from gross in-
$40,000. F had no capital losses for 2001. Onlpuring 2003, she lives in the Virginia residencecome because the gain realized from the sale does
$26,000 ($40,000 gain realized - $14,000 deprecidder principal residence during 1999, 2000, an¢ot exceed the limitation amount of $500,000
tion deductions) may be excluded under section 122003 is the Virginia residence. Her principal resiavailable to taxpayers filing a joint return.
The $14,000 of gain recognized by F is unrecaptureence during 2001 and 2002 is the Maine resi- Example 2 During 1999, married taxpayers H
section 1250 gain within the meaning of sectiordence. Either residence would be eligible for thend W each sell a residence that each had sepa-
1(h). 121 exclusion if it were sold during 2003. rately owned and used as a principal residence be-
_ Example 7 Te_lxpayer‘G, an attorney, uses a por- (g) Effective date This section and fore their marriage. Each spouse meets the owner-
tion of her principal residence as a law office for g3g1 1912 through 1.121-4 are applicathip and use tests for his or her respective
period in excess of 3 years out of the 5 years Dri{le for sales and exchanges that occur Sesidence. Neither spouse meets the use require-

ceding the sale of the property. Because G did n . ment for the other spouse’s residence. H and W
use the law office portion of the property as hePl after the date these regulations arg, a joint return for the year of the sales. The gain

residence, the section 121 exclusion does not apppublished as final regulations in thed- realized from the sale of H's residence is $200,000.

to the gain from the sale that is allocable to the larg| Registe[ The gain realized from the sale of W's residence is

office portion of the property. $300,000. Because the ownership and use require-
Example 8 Taxpayer H buys a house in 1998.81 1212 Limitations. ments are met for each residence by each respec-

For 5 years, H uses a portion of the property as his tive spouse, H and W are eligible to exclude up to

principal residence and a portion of the property (a) Dollar limitations. A taxpayer $250,000 of gain from the sale of each of their res-

for business purposes. H claims depreciation de- . idences. However, W may not use H’s unused ex-
. . xcl from gr incom o R )
ductions of $20,000 for the business use of thd 2y EXC ude from gross income up t(J'():Iusmn to exclude gain in excess of her exclusion

property. H sells the property in 2003, realizing 250,000 of gain from the sale or exzount. Therefore, H and W must recognize
gain of $50,000. H had no other section 1231 whange of the taXpayer'S pl’incipal resi$50’000 of the gain realized on the sale of W’s res-
capital gains or losses for 2003. H determines th@ience. If taxpayers jointly own a princi-idence.
porton of the propery and that $35.000 of the garh . [eSidence but file separate returns, Exanie 8 Mafied wiowers K and W !

) gach taxpayer will exclude from gros§ eir residence and file a joint return for the year of

is allocable to the portion of the property used a . . the sale. Section 1.121- 3 (relating to the reduced
his residence. H must recognize $15,000 of thé1cOme up to $250,000 of gain that is atéxclusion) does not apply to the sale of their resi-

gain allocable to the business-use portion of thiributable to each taxpayer’s interest ijence. W, but not H, satisfies the requirements of
property. This $15,000 of gain is unrecaptured se¢he property, if the requirements of secsection 121. They are eligible to exclude up to
tion 1250 gain within the meaning of section 1(h){j5n 121 have otherwise been met. $250,000 of the gain from the sale of the residence
In addition, the section 121 exclusion does not (b) Special rules for joint returns- because that is the sum of each spouse’s dollar lim-

apply to the extent that H's post-May 6, 1997 de- | A husband and wife wh itation amount determined on a separate basis as if
preciation ($20,000) exceeds the gain allocable tol) IN general A husband and wife who they had not been married ($0 for H, $250,000 for

the business-use portion of the property ($15,000make a joint return for the year of thew).

Therefore, H may exclude $30,000 of the gain fronggle or exchange may exclude up to Example 4 Married taxpayers H and W have
the sale of the property. The remaining $5,000 a§50 000 of gain if— owned and used their principal residence since
gain is recognized by H as unrecaptured section (i) Either spouse meets the 2-yeat998' On February 16, 2001, H dies. On Septem-

1250 gain within the meaning of section 1(h). . . ber 21, 2001, W sells the residence and realizes a
Example 9 Taxpayer J buys a house in 19980Wnership requirements of §1':I'Z:I'_l("")’gain of $350,000. Pursuant to section 6013(a)(3),

For 5 years, J uses a portion of the property as her (i) Both spouses meet the 2-year US@ and H's executor make a joint return for 2001.
principal residence and a portion of the propertyequirements of All $350,000 of the gain from the sale of the resi-
for business purposes. J claims depreciation d<§-1 121-1(a); and dence may be excluded.

ductions of $10,000 for the business use of the (iii) Neith’er spouse excluded gain Example 5 Married taxpayers H and W have

property. J sells the property in 2003, realizing a ; owned and used their principal residence since
gain of $50,000. J had no other section 1231 drom a prior sale or exchange of propertyqgs o, February 16, 2001, H dies. W sells the

capital gains or losses for 2003. J determines thamnder section 121 within the last 2 yeargsidence on March 30, 2002. Because W’s filing

October 30, 2000 450 200044 I.R.B.



status for the taxable year of the sale is single, then the date of the sale or exchange; or tiparagraph (a) are illustrated by the fol-

S?‘iﬁ?a' r”"i_s fOLjOi”ttret“rI”S U”(?‘\?/[/ paragrap:‘ ((jbberiod of time between the date of a priciowing example:
of this section do not apply an may exclude i Example Taxpayer H has owned and used a
only $250,000 of the gain. Sale or exchange of property for which the p pay

(C) Application of section 121 to only 1taxpayer excluded gain under section 12llouse as his principal residence since July 1, 1987.

d the dat f th t | H and W marry on July 1, 1999 and from that date

sale or exchange every 2 yearfl) In an € date of the current salé or €Xgey se H's house as their principal residence. H

genera] Except as otherwise provided inChange' The numerator of the fraCUO'aies on August 15, 2000, and W inherits the prop-

§1.121-3 (relating to the reduced exclumay be expressed in days or months. Tlegy and continues to use the property as her princi-

o ¢ t lude f enominator of the fraction is 730 daygal residence. W sells the property on September

sion), a taxpayer may not exclude fro 24 ths (d di th fle 2000, at which time she has not remarried. Al-
gross income gain from the sale or ex2! 24 months (depending on the measu

fi din th t though W has owned and used the house for less
change of a principal residence if, during' M€ Used in the humera o). than 2 years, W will be considered to have satisfied

the 2-year period ending on the date of the (b)_ Examples The f0”0‘_Nin9 €Xam- the ownership and use requirements of section 121

sale or exchange, the taxpayer sold or eres illustrate the rules of this section: because W's period of ownership and use includes
£ hich . Example 1 Taxpayer A purchases a house thathe period that H owned and used the property be-

ChanQEd other property Qr WRICh gaifye yses as her principal residence. Twelve montfare death.

was eXC|UdEd' under section 121.  Faditer the purchase, A sells the house due to achange(b) Property owned by spouse or for-

purposes of this paragraph (c)(1), any sale place of her employment. A has not excludegpa, spouse-(1) Property transferred to

or exchange before May 7, 1997 is disredain under section 121 on a prior sale or exchange of . .
garded g y property within the last 2 years. Alis eligible to ex-mdlvIdual from Spouse or former Spouse

. clude up to $125,000 of the gain from the sale of hdf @ taxpayer obtains property from a
(2) Example The following example . ,ce (12/24 x $250,000). spouse or former spouse in a transaction

illustrates the rules of this paragraph (c):  example 2 (i) Taxpayer H owned a house that hejescribed in section 1041(a), the period
Example Taxpayer Aowned a townhouse that heised as his principal residence since 1996. On Jangiat the taxpayer owns the property will

used as his principal residence for two full yearsary 15, 1999, H and W marry and W begins to use lude th iod th h f
1998 and 1999. Athen bought a house in 2000 thB’.’S house as her principa| residence. On Janua"pc uae t € perlo t at t e Spouse or 1or-

he owned and used as his principal residence. #5 2000, H sells the house due to a change in HEIEI SPOUSE owned the property.

sells the townhouse in 2002 and excludes gain reaind W's place of employment. Neither H nor Whas (2) Property used by spouse or former
ized on its sale under section 121. A sells the houggcluded gain under section 121 on a prior sale (ypouse A taxpayer is treated as using
in the next year, 2003. Section 1.121-3 (relating texchange of property within the last 2 years. groperty as the taxpayer’s principal resi-

the reduced exclusion) does not apply to the sale of (ij) Because H and W have not both used th f iod that the t h
the house. Although A meets the 2-year ownershiRouse as their principal residence for at least 2 yea?sence or any period that the taxpayer has

and use requirements of section 121, Ais not eligiblguring the 5-year period preceding its sale, the ma@N Ownership interest in the property and
to exclude gain from the sale of the house becauseifyum dollar limitation amount that may be claimedthe taxpayer’s spouse or former spouse is
excluded gain within the last 2 years under sectiopy H and W will not be $500,000, but the sum Ofgranted use of the property under a di-
121 from the sale of the townhouse. each spouse's limitation amount determined on g ca or separation instrument (as defined

separate basis as if they had not been married. (See . .
81.121-3 Reduced exclusion. §1.121-2(b)(2).) In"section 71(b)(2)), provided that the

(iii) H is eligible to exclude up to $250,000 of SPOUSE or former spouse uses the property
(a) Reduced exclusion for taxpayersyain because he meets the requirements of sectias a principal residence.
failing to meet certain requirementdn  121. Wis not eligible to exclude the maximum dol-  (¢) Tenant-stockholder in cooperative
general Areduced exclusion is available/2" limitation amount. Instead, W is eligible topq;sing corporation A taxpayer who

laim a reduced exclusion. Because the sale of the .
for a taxpayer who sells or exchangeﬁouse is due to a change in place of employment \olds stock as a tenant-stockholder in a

property used as the taxpayer’s prinCipa ejigible to exclude up to $125,000 of the gairffOOperative housing corporation (as those
residence but fails to satisfy the ownerees/730 x $250,000). Therefore, H and W are eliterms are defined in section 216(b)(1) and
ship and use requirements described @ible to exclude up to $375,000 of gain ($250,000 {2)) may be eligible to exclude gain under

§1.121-1(a) or the 2-year limitation de$125.000) from the sale of the house. section 121 on the sale or exchange of the

scribed in §1.121-2(c). This reduced €X51.121-4 Special rules. stock. In determining whether the tax-

clusion applies only if the sale or ex- payer meets the requirements of section
pp

change is necessitated by a change in(a) Property of deceased spous€l) 121, the ownership requirements are ap-
place of employment, health, or, to the extn general For purposes of satisfying theplied to the holding of the stock and the
tent provided in forms, instructions, orownership and use requirements of secrse requirements are applied to the house
other appropriate guidance including regtion 121, a taxpayer is treated as owningr apartment that the taxpayer was enti-
ulations and letter rulings, unforeseen cirand using property as the taxpayer’s prirtted to occupy by reason of the taxpayer’s
cumstances. The reduced exclusion €pal residence during any period that thetock ownership.

computed by multiplying the maximumtaxpayer’'s deceased spouse owned and(d) Involuntary conversions-(1) In
dollar limitation of $250,000 ($500,000used the property as a principal residenggeneral For purposes of section 121,
for certain joint filers) by a fraction. Thebefore death if— the destruction, theft, seizure, requisi-
numerator of the fraction is the shortest of (i) The taxpayer’s spouse is deceasetion, or condemnation of property is
the period of time that the taxpayer ownedn the date of the sale or exchange of thieeated as a sale of the property.

the property as the taxpayer’s principaproperty; and (2) Application of section 1033In ap-
residence during the 5-year period ending (ii) The taxpayer has not remarried aplying section 1033 (relating to involun-
on the date of the sale or exchange; ththe time of the sale or exchange of th&ary conversions), the amount realized
period of time that the taxpayer used thproperty. from the sale or exchange of property
property during the 5-year period ending (2) Example The provisions of this used as the taxpayer’s principal residence
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is treated as being the amount determined (f) Sales of remainder interestq1) mining the holding period of the 1034
without regard to section 121, reduced bin general A taxpayer may elect to haveproperty).

the amount of gain excluded from the taxthe section 121 exclusion apply to gain

payer’s gross income under section 121.from the sale or exchange of a remaindért-121-5 [Removed]

(3) Property acquired after involun- interest in the taxpayer’s principal resi- p5. 3 gection 1.121-5 is removed.
tary conversion If the basis of the prop- dence. Par. 4. Section 1.1398-3 is added to
erty acquired as a result of an involuntary (2) Limitations—(i) Sale or exchange (a54 as follows:
conversion is determined (in whole or irof any other interest If a taxpayer elects
part) under section 1033(b) (relating tdo exclude gain from the sale or exchang&l.1398-3 Treatment of section 121
the basis of property acquired through inef a remainder interest in the taxpayer'exclusion in individuals'title 11 cases.
voluntary conversion), then for purposegrincipal residence, the section 121 exclu- . . )
of satisfying the requirements of sectiomsion will not apply to a sale or exchange (&) Scope This section applies to
121, the taxpayer will be treated as ownef any other interest in the residence th&2S€S under chapter 7 or chapter 11 of
ing and using the acquired property as this sold or exchanged separately. title 11 of the United States Code, but
taxpayer’s principal residence during any (i) Sales to related partiesParagraph ©nlY if the debtor is an individual.
period of time that the taxpayer ownedf)(1) of this section will not apply to a (P) Definition and rules of general
and used the converted property as theale or exchange by any person who beafgPlication  For purposes of this sec-
taxpayer’s principal residence. a relationship to the taxpayer which is delion; section 121 exclusion means the ex-

(4) Example The provisions of this scribed in section 267(b) or 707(b). clusion of gain from the sale or exchange
paragraph (d) are illustrated by the fol- (3) Election The taxpayer makes the®f @ debtor’s principal residence avail-
lowing example: election under this paragraph (f) by filing?P!e under section 121. _

Example (i) On February 18, 1999, fire destroysa return for the taxable year of the sale or (€) Estate succeeds to exclusion upon
;gépoi)yoerAA’ﬁazO:vsvﬁetSZ:]giie?t;Cs”UStEd bas'sh%fxchange that does not include the gai@pmmencement of cas&he bapkruptcy

,000. property as her o & cale or exchange of the remairEstate succeeds to and takes into account

L . . - om
principal residence for 20 years prior to its destruc- . . , . the section 121 exclusion with respect to
tion. A's insurance company paid A $400,000 foder interest in the taxpayer’s gross in: . P
the property transferred into the estate.

the house. Thus, A realized a gain of $320,0060me. 4 . . ;
($400,000 - $80,000). On August 27, 1999, A pur- (g) No exclusion for expatriatesThe (d) Effective date This section is ap-
chases a new house at a cost of $100,000. section 121 exclusion will not apply toblicable for sales or exchanges that occur

(i) Because the destruction of the house is P on or after the date these regulations are
: ny sale or exchange by an individual iPh ol ’ - .
treated as a sale for purposes of section 121, Awf’ﬂ rpubllshed as final regulatlons in ted-

exclude $250,000 of the realized gain from As groskh€ treatment provided by sectio | Reqist

income. For purposes of section 1033, the amou77(a)(1) (relating to the treatment of'& ~egister.

realized is then treated as being $150,000 ($400,0Q.9(patriates) applies to the individual. Robert E. Wenzel
- $250,000) and the gain realized is $70,000 (h) Election to have section not ’ !

($150,000 amount realized - $80,000 basis). A VAt lect to h th
elects under section 1033 to recognize only 51550,00%pp Y- axpayer may elect to have the

of the gain ($150,000 amount realized - $100,008€ction 121 exclusion not apply to a sale

cost of new house). The remaining $20,000 of gaior exchange of property. The taxpayefFiled by the Office of the Federal Register on Oc-

is deferred and A's basis in the new house is $80,0¢9 akes the election by filing a return fortober 6, 2000, 8:45 a.m., and published in the issue
($100,000 cost - $20,000 gain not recognized). the taxable year of the sale or exchangf:é the Federal Register for October 10, 2000, 65

(iif) A will be treated as owning and using the . . R. 60136)
new house as As principal residence during the 26—hat includes the gain from the sale or

year period that A owned and used the destroyeé@Xchange of the taxpayer’s principal
house. residence in the taxpayer’s gross ing, .. .
(e) Determination of use during peri- come. NOtKI:\le O_f PrOngsef! RI:IIem_aklng
ods of out-of-residence caréf a taxpayer (i) Residences acquired in roIIoversand otice of Public Hearing
has become physically or mentally incaunder section 1034lIf a taxpayer acquires Classification of Certain Pension
pable of self-care and the taxpayer sells @roperty (section 121 property) in a transénd Emplovee Benefit Trusts
exchanges property that the taxpayeaction that qualifies under section 1034 for d Othp ¥ t !
owned and used as the taxpayer’s princihe nonrecognition of gain realized on th@n er frusts
pal residence for a period aggregating aale or exchange of another property (seREG-108553-00
least 1 year during the 5-year period preion 1034 property) and later sells or ex-
ceding the sale or exchange, the taxpayehanges the section 121 property, in deteAGENCY: Internal Revenue Service
is treated as using the property as the tamiining the period of the taxpayer’s(IRS), Treasury.
payer’s prlr_1C|paI residence fqr any peqoabwnershlp an_d use of the sold or eXACTION: Notice of proposed rulemak-
of time during the 5-year period in whichchanged section 121 property, the taxlh and notice of bublic hearin
the taxpayer owns the property and repayer may include the periods that the tax-9 P 9
sides in any facility (including a nursingpayer owned and used the section 108UMMARY: This document contains
home) licensed by a State or political subproperty as the taxpayer’s principal resiproposed amendments to the regulations
y p perty pay p p prop 9
division to care for an individual in thedence (and each prior residence taken inttefining a domestic or foreign trust for

taxpayer’s condition. account under section 1223(7) in deterfederal tax purposes. The proposed regu-

Deputy Commissioner
of Internal Revenue.
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lations will affect certain specified em-Roth IRA described in section 408A, totion 301.7701-7(f) provides rules govern-
ployee benefit trusts and investmenbe created or organized in the Unitedéhg this election to continue to be treated
trusts. The proposed amendments pr&tates. Section 1.401-1(a)(3)(i) furtheas a United States person.
vide that these employee benefit trustprovides that a trust will not constitute a Section 301.7701-7(d) provides guid-
and investment trusts are deemed to sajualified trust under section 401(a) unlesance on the application of the control test,
isfy the control test for domestic trustthe trust is maintained at all times as a doacluding defining United States persons,
treatment if United States trustees controhestic trust in the United States. Undesubstantial decisions, and control. Gener-
all of the substantial decisions of the trus1.408-2(b), a similar requirement apally, for purposes of the control test, all
made by the trustees of the trust. Thiglies to an IRA trust. persons with any power over substantial
document also provides notice of a public Prior to the enactment of the Smalbecisions of the trust, whether acting in a
hearing on these proposed regulations. Business Job Protection Act (SBJPA)fiduciary capacity or not, must be counted
DATES: Written or electronic commentspUblic Law 104-188 (110 Stat. 1755)‘or purposes of the control test. .
must be received by January 10, Zooj(r:é\ugust 20, 1996), the statgs of a quah-_ However, _§301.7701—7(d)_(1)(|v) pro-
Requests to speak (with outlines of oral'ed plan trust as a domestlg trust generddes a spema} rule for cgrtam employee
comments to be discussed) at the publsIIy t“rf‘ed_ on a facts and cwcumsta_nceiseneflt trusts listed therein. These.trust-s
hearing scheduled for January 31, 200 'etermmat|on that_ the trust was a res@gme requwed to be created or Qrganlzed n
. st and was subject to the continuous juhe United States and are subject to other
at 10 a.m. must be submitted by January > * ; : . .
10, 2001. sdiction of the United States. See, fofletailed requirements for qualification
example, Rev. Rul. 70-242 (1970-1 C.Bunder the Internal Revenue Code (Code).
ADDRESSES: Send submissions tog9) regarding the determination of doTherefore, 8301.7701-7(d)(1)(iv) pro-
CC:M&SP:RU (REG-108553-00), roommestic trust status for purposes of sectiovides that these trusts are deemed to sat-
5226, Internal Revenue Service, POR01(a). isfy the control test, provided that United
7604, Ben Franklin Station, Washington, The SBJPA and the Taxpayer RelieBtates fiduciaries control all of the sub-
DC 20044. Submissions may be hand dect of 1997 (TRA 97), Public Law stantial decisions of the trust that are
livered between the hours of 8 a.m. and $05-34 (111 Stat. 788) (August 5, 1997)nade by the trustees or fiduciaries. Sec-
p.m. to: CC:M&SP:RU (REG-108553-amended section 7701(a)(30) to providéon 301.7701-7(d)(1)(iv) authorizes the
00), Courier’s Desk, Internal Revenue Selpbjective criteria for determining whetherCommissioner to designate additional cat-
vice, 1111 Constitution Avenue, NW.,3 trust is a domestic trust. New sectioggories of trusts subject to the special rule
Washington, DC. Alternatively, taxpayers7701(a)(30)(E) provides that a trust willin revenue procedures, notices, or other
may submit comments electronically vighe treated as a domestic trust if: (1) guidance published in the Internal Rev-
the Internet by selecting the “Tax Regs” opcourt within the United States is able tgnue Bulletin.
tion on the IRS Home Page, or by submitexercise primary supervision over the ad- lanat
ting comments directly to the IRS Internefninistration of the trust (court test), an%Xp anation
site at http://www.irs.ustreas.gov/(2) one or more United States persons The IRS and the Treasury Department
tax_regs/regslist.html. The public hearingave the authority to control all substanhave become aware of two additional cat-
will be held in the Internal Revenue Servicgja| decisions of the trust (control test)egories of trusts that should qualify for
Auditorium, Internal Revenue Building, These changes are generally effective fane special control test rule in
1111 Constitution Avenue, NW., WaShlng-taxab|e years beginning after DecembE§3017701—7(d)(1)(|v)
ton, DC. 31, 1996. The first category is group trusts con-
FOR FURTHER INFORMATION CON- _ Section 301.7701-7, published in theisting of qualified plan trusts and IRA
TACT: Concerning the regulations,Federal Registeron February 2, 1999 trusts, as described in Rev. Rul. 81-100
James A. Quinn, (202) 622-3060; con(64 FR 4967), provides guidance undef1981-1 C.B. 326). If the requirements
cerning submissions and the hearing, Gu§ection 7701(a)(30)(E) in determiningset forth in Rev. Rul. 81-100 are met, a
R. Traynor, (202) 622-7180 (not toll-freeWhether a trust is treated as a Unitegroup trust is itself exempt from tax, and
numbers). States person and therefore as a domestiie tax-exempt status of the participating
trust for federal tax purposes. The regularusts is not affected by the pooling of
tions are generally effective for taxableheir funds in the group trust. One of the
years ending after February 2, 1999, butquirements is that the group trust must
may be applied by taxpayers for taxablee created or organized in the United
Section 401(a) requires a trust formingears beginning after December 31, 1996&tates and must be maintained at all times
part of a pension, profit-sharing, or stockn addition, section 1907(a)(3) of theas a domestic trust in the United States.
bonus plan (qualified plan trust) to be creSBJPA, as amended by the TRA 97, gerBecause these trusts are required to be
ated or organized in the United States iarally provides that, to the extent precreated or organized in the United States
order to be a qualified trust. Similarly,scribed in regulations, a trust that was iand are subject to other detailed require-
section 408(a) requires an individual reexistence on August 20, 1996, and thahents, they are similar to the other cate-
tirement account trust (IRA trust), whichwas treated as a United States person gories of employee benefit trusts listed in
also includes a trust for a Simple IRA deAugust 19, 1996, may elect to continue t€301.7701-7(d)(1)(iv). Therefore, the
scribed in section 408(p) and a trust for he treated as a United States person. Sgreposed regulations add group trusts de-
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scribed in Rev. Rul. 81-100 to the catewith respect to determining whether ang regulations do not affect the applica-
gories of trusts that may use the speciglerson is or is not a fiduciary for purposesion of these provisions.
control test rule. of the control test. For example, under

The second category is certain invessection 3(14)(A) of the Employee Retire.Proposed Effective Date
ment trusts that are classified as trust®ent Income Security Act of 1974 :
under §301.7701—4(c)(1). An investmentERISA), Public Law 93-406 (88 Stat. '€ amendments to the regulations are
trust with a single class of ownership in829) (September 2, 1974), a variety Oproposed o be 'appllcable to trusts for tax-
terests, representing undivided beneficiglersons in addition to the trustee(s) i b[e years ending on or after the' date on
interests in the assets in the trust, is clasensidered fiduciaries with respect to aPéVh'Ch thesg regylatlons are pUb“.ShEd as
sified as a trust if there is no power undeemployee benefit trust. In contrast, undelm,al reg'u!a'uons n th(FedgraI Reg|stgr
the trust agreement to vary the investrdinary trust principles the fiduciary of alt,IS antlplpated that the. fina| regulations
ment of the certificate holders. In additrust is generally considered to be thg"III provllde that tru§ts will be able to rely
tion, an investment trust with multipletrustee holding legal title to the trust as?" t.he'fmal regulations for taxable years
classes of ownership interests, in whickets on behalf of those having a benefici eginning gfter December 31, 1996,.and
there is no power under the trust agreenterest therein. Section 301.7701-6(b or electing trusts under section
ment to vary the investment of the certifi-Therefore, these regulations propose %907(61)(3),(8) of the SBJPA for taxable
cate holders, is classified as a trust if themend 8301.7701-7(d)(1)(iv) relating to/€ars ending after August 20,’ 1.996' In
trust is formed to facilitate direct invest-the application of the control test of secgdd't'on' for taxable years beginning after
ment in the assets of the trust and the ekon 7701(a)(30)(E) to clarify that em_Deqember 31, 1996, and t'axable years
istence of multiple classes of ownershiployee benefit trusts and certain investe-zndlng before thgse regulations are fmal-
interests is incidental to that purposement trusts identified in the regulationézed’ or for electing trusts under section
These trusts are treated as owned by tlhee deemed to satisfy the control test &907(6‘)(3),(8) of the SBJPA for taxable
investors under the grantor trust rules dinited States trustees control all of théears ending after August 20, 1996, and

subpart E, part I, subchapter J, chaptersubstantial decisions of the trust made b pfore these regulations are finalized, the
tatus of a trust as a qualified plan trust

of the Code. the trustees of the trust. d ion 401 IRA d
The proposed regulations add invest- Taxpayers concerned with maintainin naer section (a), an trust under
ection 408(a), or any other employee

ment trusts classified as trusts undedomestic trust status should also note that, . ; 4
§301.7701-4(c)(1) to the categories oih appropriate cases, it may still be poss-eneflt trust . described n

trusts that may use the special control tebte to elect pursuant to 8301.7701—7(f) t 301.7701—7(d)(1)(|v) of these proposed
rule, provided the investment trusts medteat a trust existing on August 19, 19961'egulat|ons will not. be challenged by the
the conditions described in 8301.7701-as a United States person. IRS based on a failure of the trust to sat-

d)(1)(iv)(). These trusts are subject to isfy the con't'rol test of sect?on
Se)éo)r(tirz(g) requirements as dorLesti@‘pplicatiO” to Certain Pension Trusts  7701(a)(30)(E)(ii) and, therefore, a failure

grantor trusts, and each investor must r&reated or Organized in Puerto Rico  to be maintained at all imes as a domestic
S , trust in the United States, if the trust satis-
port the items of income, deduction, and section 1022(i)(1) of ERISA provides

. . - fies the control test safe harbor set forth in
credit that are attributable to the in+or tax exemption for certain trusts createdsn 7701-7(d)(1)(iv) of these proposed

;Ers]tsogztggrr&oir;] ?ytéh;(:;lj)sstédtzguﬁgggrl]g; orgam;ed in Puerto Rico that form Parfegulations or §301.7701—7(d)(1)(iv) of
. a pension, profit-sharing, or stock bonug,g fina| regulations published in tFed-

are intended to ensure that aII_trustees apfan. Section 1022(i)(2) and §1.401(a)-5Q, 4 Registeron Eebruary 2 1999
United States persons including at leagfenerally provide that the administrator of g ye '
one institutional United States truste_e, theych a trust may elect to have the truSpecial Analyses
sponsors (persons who exchange invesfeated as a trust created or organized in
ment assets for beneficial interests with gye United States for purposes of section It has been determined that this notice
view to selling the beneficial interests) argn1(a). In light of the changes made tof proposed rulemaking is not a signifi-
United States persons, and the beneficiabction 7701(a)(30) in the SBJIPA and theant regulatory action as defined in Exec-
interests are widely offered for sale priTra 97, and the ensuing regulationsytive Order 12866. Therefore, a regula-
marily in the United States to Unitedgome taxpayers have expressed concefiesy assessment is not required. It also
States persons. An investment trust th?égarding the continuing application ofhas been determined that section 553(b)
satisfies these conditions is deemed to s&factions 1022(i)(1) and (2) and §1.401-50f the Administrative Procedure Act (5
isfy the control test even though one ofy 3 pension trust created or organized #.S.C. chapter 5) does not apply to these
more investors may be foreign personpyerto Rico that is not a domestic trustegulations, and because the regulation
with the power to make a substantial decigithin the meaning of section 7701(a)(30)does not impose a collection of informa-
sion of the trust. Because the application of these provition on small entities, the Regulatory

In addition, the IRS and the Treasurkijons is not restricted to trusts that are délexibility Act (5 U.S.C. chapter 6) does
Department have become aware of COfnestic trusts within the meaning of sectiomot apply. Pursuant to section 7805(f) of
cerns expressed by taxpayers in applyingzo1(a)(30), the 1996 and 1997 amendhe Internal Revenue Code, this notice of
the special rule of §301.7701-7(d)(1)(iVIments to section 7701(a)(30) and the ensproposed rulemaking will be submitted to

October 30, 2000 454 200044 I.R.B.



the Chief Counsel for Advocacy of thePART 301—PROCEDURE AND (V) ***
Small Business Administration for com-ADMINISTRATION Example 1 Trust is a testamentary trust with
ment on its impaCt on small business. three fiduciariesA, B, andC. A andB are United

Paragraph 1. The authority citation foStates citizens and is a nonresident alien. No per-

Comments and Public Hearing. part 301 continues to read in part as fof"S xcept the fiduciaries have authority to make
any decisions of the trust. The trust instrument pro-

lows: : . o
Before these proposed regulations are " vides that no substantial decisions of the trust can be
brop 9 Authority: 26 U.S.C. 7805 * * * made unless there is unanimity among the fiducia-

aquted "_:IS final regulathns, consideration Par. 2. Section 301.7701—7 is amende@s. The control test is not satisfied because United
will be given to any written comments ¢ ¢ jiows: States persons do not control all the substantial deci-
(preferably a signed original and eight (8) 1. Paragraph (d)(1)(iv) introductorySiO”S of the trust. No substantial decisions can be
copies) that are submitted timely to th‘?ext is revised made withouC's agreement.

. * % k% k% %

IRS. The IRS and the Treasury Depart- ; ; ;
ment specifically request comme?’/lts OFn) th 2. Paragraph (d)(l)(lv).(H) 1S redeS|g- Example 5 X, a foreign corporation, conducts

. . flated as paragraph (d)(1)(iv)(J). business in the United States through various branch
clarity of the proposed regl'!latlons and 3 New paragraphs (d)(1)(iv)(H) and (l)operations.X has United States employees and has
how they can be made easier to Undeg‘re added. established a trust as part of a qualified employee
stand. All comments will be available for 4. Paragraph (d)(1)(Bxample s re- benefit plan under section 401(a) for these employ-
public inspection and copying. ised ancE le s added ees. The trust is established under the laws of State
A publi ; Vvised and=xampie 3s added. A, and the trustee of the trustBs a United States
public hearing has been scheduled for :

X . The first sentence of paragrapRank governed by the laws of StateB holds legal

January 31, 200_1' at10 a.m.in the Intem?é)(l) is revised. title to the trust assets for the benefit of the trust ben-
Revenue Service Auditorium, Internal’ g Paragraph (e)(3) is added. eficiaries. A plan committee makes decisions with
Revenue Building, 1111 Constitution Av- The revisions and additions read as fof€SPect o the plan and the trust. The plan committee

enue, NW., Washington DC. Because can directB's actions with regard to those decisions

access restrictions, visitors will not be ad- and under the governing documefitss not liable
for those decisions. Members of the plan committee

mitted beyond the Internal Revenue Build§301.7701—-7 Trusts—domestic and consist of United States persons and nonresident

ing |C_)bby more than 15 minutes before théoreign. aliens, but nonresident aliens make up a majority of

hearing starts. the plan committee. Decisions of the plan commit-
The rules of 26 CFR 601.601(a)(3)* o tee are made by majority vote. In additiXiretains

apply to the hearing. (d)y***(1)*** the power to terminate the trust and to replace the

. _ (iv) Safe harbor for certain emp|oyeeUnited States trustee or to appoint additional
Persons that wish to present oral com trustees. This trust is deemed to satisfy the control

ments at the hearing must submit writteRENEfit trusts and investment truststest under paragraph (d)(1)(iv) of this section be-

comments by January 10, 2001, and sublotwithstanding the prO_ViSiO_nS O_f thiscauseB, a United States person, is the trust's only
mit an outline of the topics to be discusseBaragraph (d), the trusts listed in this paramustee. Any powers held by the plan committee or
and the time to be devoted to each top@aph (d)(2)(iv) are deemed to satisfy th& are not considered under the safe harbor of para-
. . . i iigraph (d)(1)(iv) of this section. In the event tiat
(preferably a signed original and eight (8FONtrol test set forth in paragraph (a)(1)(iipraP" ) | ;e ¢ :
copies) by January 10, 2001. of this section, prowded that United Stategppomts additional trustees including foreign

frustees, any powers held by such trustees must be

A period of 10 minutes will be allotted tr_USteeS control all of the substantial deci,nsigered in determining whether United States

to each person for making comments. ~ SIONS made by the trustees of the trust— trustees control all substantial decisions made by the

An agenda showing the scheduling of = *** o trustees of the trust.
the speakers will be prepared after the (H) Agroup trust described in Rev. Rul. _
deadline for receiving outlines has passe§1—100 (1981-1 C.B. 326) (See (e) Effective date-(1) General rule

Copies of the agenda will be available fre§601.601_(d)(2) of this chapter); 3 Exce_pt for the e!ectio_n to remain a do-
of charge at the hearing. () An investment trust classm_ed as am_estlc trl_Jst provided in paragraph ) qf
trust under 8301.7701-4(c), provided thahis section and except as provided in
Drafting Information the following conditions are satisfied— paragraph (e)(3) of this section, this sec-
o ) (1) All trustees are United States pertion is applicable to taxable years ending
) The principal _author of the;e regulatloqgons and at least one of the trustees isafier February 2, 1999.
is Jamgs A. Quinn of the Office of Assoubank, as defined in section 581, or & ** * *
ate Chief C?ounsel (Passthroughs and S?hited States Government-owned agency (3) Effective date of safe harbor for
cial Industries). However, other personn r United States Government-sponsorecertain employee benefit trusts and in-
from _the IR_S a”‘?' Treasury I:)Gpartmenénterprise; vestment trustsParagraphs (d)(1)(iv) and
participated 'T trlelidivelopment. (2) All sponsors (persons who exchangév) Examples Jnd5 of this section apply
investment assets for beneficial interest® trusts for taxable years ending on or
with a view to selling the beneficial inter-after the date of publication of final regu-
ests) are United States persons; and lations in theFederal Register Para-
(3) The beneficial interests are widelygraphs (d)(1)(iv) and (viExamples land
Accordingly, 26 CFR part 301 is pro-offered for sale primarily in the United5 of this section may be relied on by trusts
posed to be amended as States to United States persons; for taxable years beginning after Decem-
follows: *ok kK ber 31, 1996, and also may be relied on by

Proposed Amendments to the
Regulations
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trusts whose trustees have elected tace if they wish to amend their plangparticipant is eligible to receive an im-
apply sections 7701(a)(30) and (31) to thand have the provisions of the final regumediate distribution of the participant’s
trusts for taxable years ending after Aukations taken into account in their deterentire nonforfeitable accrued benefit in a
gust 20, 1996, under sectiomnmination letters. Plan sponsors shouldingle-sum distribution that would con-
1907(a)(3)(B) of the SBJP Act. contact the EP specialist who has beesist entirely of an eligible rollover distri-
*okok ok k assigned to review their application, ifbution within the meaning of
possible. Otherwise, they should contad@ 401(a)(31)(C). This provision of the
Customer Service at 1-877-829-5500. Ifinal regulations is effective for transfers
these cases, the Service will try to aceccurring on or after January 1, 2002.
commodate the plan sponsor’s request to Some plans might contain pre-existing
(Filed by the Office of the Federal Register on OC_have the pr(_)visions of th_e final regula_provisions that permit _elimination of op-
tober 10, 2000, 3:31 p.m., and published in theONS taken into account in the determitional forms of benefit pursuant to the
issue of the Federal Register for October 12, 200@\ation letter. However, if the EP specialvoluntary direct transfer rules as in effect
65 F.R. 60821) ist assigned to review the application hasnder the 1988 regulations. To the extent
already completed that review, the Serthat these plan provisions are inconsistent
vice will not be able to accommodate thevith the final regulations under
plan sponsor’s request and a new appl§ 411(d)(6), as described in the preceding

David A. Mader,
Acting Commissioner
of Internal Revenue.

Amendment of Qualified Plans

for Final Regulations Under cation and user fee will be required.  paragraph, the plan must be amended.
§ 411(d)(6) In general, the final regulations ex-The amended plan must provide that the
Announcement 2000-71 pand the permitted changes that may Heenefit of a participant described in the

made to alternative forms of paymenpreceding paragraph may be voluntarily
Final regulations under § 411(d)(6) ofand in-kind distributions under a definedransferred only through a § 401(a)(31)
the Code were published in the Federalontribution plan and, in the case of voldirect rollover.
Register on September 6, 2000. The regitary direct transfers between plans, the Any plan amendment required to con-
ulations grant relief under § 411(d)(6) bycircumstances under which eliminatiorform the plan terms to the final
permitting qualified defined contribution of optional forms of benefit is permitted.§ 411(d)(6) regulations does not have to
plans to be amended, under certain cosenerally, therefore, plan sponsors malge adopted prior to the end of the plan’s
ditions, to eliminate some alternativechoose to amend their plans as a result ®UST remedial amendment period, as de-
forms of payment and to eliminate otthese changes, but are not required to daribed in Rev. Proc. 2000-27, 2000-26
limit the right to receive certain in-kind S0, except as provided below. I.R.B. 1272, and Rev. Proc. 2000-20,
distributions. The final regulations also The regulations under § 411(d)(6), as i2000-6 I.R.B. 553. However, as provided
permit certain transfers between planeffect prior to September 6, 2000, (“theabove, if a determination letter applica-
that were not previously permitted. Thel988 regulations”) permitted eliminationtion for the plan is filed on or after Sep-
regulations generally apply to amendof optional forms of benefit in connectiontember 6, 2000, the required plan amend-
ments adopted, and transfers made, on with voluntary direct transfers betweerment must be adopted in connection with
after September 6, 2000. plans, provided certain requirements werthe application. In any case, the plan
Effective September 6, 2000, plarsatisfied. Section 401(a)(31), which wasmendment must be effective no later
sponsors may adopt plan amendmengglded after the 1988 regulations, requirgsan January 1, 2002.
that are permitted under the final regulathat participants be able to elect a direct
tions under § 411(d)(6). Determinatiorrollover to an IRA or other eligible retire-
letters that are issued with respect toent plan of any eligible rollover distrib-Changes to Codes for IRAs on
plans for which an application is filedution. Because the requirements ofhe 2001 Form 1099-R
with the Service on or after September & 411(d)(6) do not apply to amounts dis-
2000, may be relied upon with respect té¢ributed, including those amounts directyAnnouncement 2000-86
whether a plan satisfies the requirementslled over under § 401(a)(31), the volun- _
of the final regulations. tary direct transfer rules in the 1988 reguPurpose: The purpose of this an-
Some plans might contain languagéations produce the same § 411(d)(6) réﬁpuncement is to advise payers making
that would necessitate a change to cosult with respect to an eligible rolloverdistributions from IRAs of changes to
form to the final regulations (as de-distribution as a direct rollover underthe distribution codes entered in box 7
scribed below). Such a plan must b& 401(a)(31). on the 2001 Form 1099-Rjstributions
amended, in connection with its applica- The final regulations underFrom Pen3|_ons, Annuities, Retirement or
tion for a determination letter, to satisfy§ 411(d)(6) generally eliminate this duProfit-Sharing Plans, IRAs, Insurance
the final regulations. See below regardplication. The final regulations provide,Contracts, etc
ing the effective date of the amendmentin part, that relief from the requirements
Plan sponsors that have determinatiodf &8 411(d)(6) is not available under the
letter applications on file with the Ser-voluntary transfer rules where the par-
vice which were submitted before Septicipant is entitled to elect a
tember 6, 2000, should contact the Seg& 401(a)(31) direct rollover because the
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Changes to
Distribution Codes

1.Notice 2000-30, 2000-25 I.R.B. 1266, specifies a

new method for reporting recharacterizations and reconversions occurring after 2000.
Result. Because of Notice 2000-30, the following

changes are being made to the distribution codes:

e Code Nis added for reporting a
“Recharacterized IRA contribution made for 2001.”

e Code Ris changed to report a
“Recharacterized IRA contribution made for 2000.”

2. Only two distribution codes can be entered in box 7 on Form 1099-R. Therefore, pay-
ers were only able to report a distribution as the result of an excess contribution to a
Roth IRA by using Code J with Code 8 or P. Payers could not use Code 1, 2, 3, or 4 if
Codes J and 8 or P applied.

Result. To alleviate this reporting problem, the following changes are being made to the

distribution codes:

» Code Jis changed to report an “Early distribution from a Roth IRA, no known
exception.”
» Code Tis added to report a “Roth IRA distribution, exception applies.”

Therefore, payers can only use the following codes for a Roth IRA distribution:

» Code J for an early distribution from a Roth IRA, no known exception. (Do not use
Code 1 with Code J. However, you must use Code 5, 8, or P, if applicable.)

* Code T for a distribution from a Roth IRA,
exception applies. (Do not use Code 2, 3, 4, or 7 with Code T. However, you must us
Code 5, 8, or P, if applicable.)

Foundations Status of Certain Ahepa 250-Ill, Inc., Groton, CT 100 Black Men of Bridgeport, Inc.,
Organizations Alliance for the Commonwealth, Inc., Bridgeport, CT

Boston, MA Blackfriars School of Fence, Inc.,
Announcement 2000-87 American Bilingual Community Paso Robles, CA

The following organizations have failed Association, Inc., Richmond Hill, NY ~ Boston Public Sailing, Inc.,

to establish or have been unable to maidmerican Dream Houses Association, Winthrop, MA
tain their status as public charities or as op- Inc., Baltimore, MD Boston Urological Society, Inc.,
erating foundations. Accordingly, grantorsAmerican Safe Boating Foundation, Inc.,  Boston, MA
and contributors may not, after this date, Mentor, OH Brattleboro Area Affordable Housing
rely on previous rulings or designations irApollonian Society, Chicago, IL Corporation, Brattleboro, VT
the Cumulative List of OrganizationsArts in Motion, Conway, NH Briar Crest | Affordable Housing
(Publication 78), or on the presumptiorArtspans, Dunbarton, NH Corp., St. Joseph, Ml
arising from the filing of notices under secAssociation for the Advancement of Brockton Hispanic Community
tion 508(b) of the Code. This listing does Psychosynthesis, St. Louis, MO Center, Brockton, MA
notindicate that the organizations have losAttleboro Friends of Cats, Inc., Attleboro, Brownsville Housing Opportunity
their status as organizations described in MA Corporation, Brownsville, TX

section 501(c)(3), eligible to receive deBalamand Educational Foundation, Inc., Brunswick Bambino Baseball

ductible contributions. Winchester, MA League, Brunswick, ME
Former Public CharitiesThe following Balkan Studies Institute, Inc., Bryan Elementary PTO, Bryan, OH
organizations (which have been treated as Newton, MA Bucket Full of Friends, Inc.,
organizations that are not private foundaBaystate Affordable Housing Agency, Inc., Clinton, CT
tions described in section 509(a) of the Somerville, MA Build the Monument Foundation,
Code) are now classified as private founBennington Foster Parent Association, Inc., Bedford, NH
dations: Bennington, VT Camping and City Children, Inc.,
Acorn International, Inc., Waterbury, VT  Berkley Athletic Association, Inc., Lynn, MA
Actex Foundation, Inc., Winsted, CT Berkley, MA Care Works, Inc., Medford, MA
Adventure Education of Vermont, Biblical Counseling Center, Caroline County Community Action
Burlington, VT Farmington, NM Agency, Inc., Bowling Green, VA
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Carosello Musicale Italiano, Inc., Concerned Child Care Providers,
Hartford, CT New Bedford, MA
Center for Security and Social Progress, Concerned Maine Families Foundation,
Inc., Waban, MA Portland, ME
Central City Economic Development Creative Gifts, Inc., Hartford, CT
Corporation, Inc., Los Angeles, CA  Cultural Resources, Inc., Blue Hill, ME
Central Vermont Memorial Civic Center, Dare to Dream Educational Farm
Inc., Montpelier, VT Program, Inc., Orange, MA
Central Vermont Supervised Visitation  Desfile Puertorriqueno, Trenton, NJ
Center, Montpelier, VT Disabled Individuals for Recreational
Centre for Successful Aging Foundation, Activities (DIRA), S. Dartmouth, MA
Inc., Stamford, CT Dive 4 Life, Inc., Chicago, IL
Chamblee Foundation, Ltd., Elm Terrace Development Corporation,
Glendale, CA New Haven, CT
Charis Institute, Inc., Danvers, MA
Charity Foundation, Inc., Boston, MA Alliance, Elmont, NY
Charlotte Land Trust, Inc., Charlotte, VT Environmental Council of Alabama, Inc.,
Child Charitable Development Highland Home, AL
Association, New Canaan, CT Faces Foundation for World Peace, Inc.,
Children of the Middle Passage, Inc., Ridgefield, CT
New York, NY Families and Friends of People with
Children of Today International Youth Special Needs, Inc., Bronx, NY
Center, Detroit, Ml Family Day Care Association of Suffolk
Childrens Annex Ellenville Child Care County, Inc., W. Babylon, NY
Center, Inc., Ellenville, NY Fathers of Imani, Inc., Milwaukee, WI
Childrens Lighthouse, Inc., Festival Italiano, Inc., New London, CT
Charlestown, MA Florida Stars for Children, Inc.,
Childrens Television Consortium, Inc., St. Petersburg, FL
Hyannis, MA Fontana Academy of Martial Arts,

Chinese Culture Development and Fontana, CA
Promotion Council, Inc., Quincy, MA Foundation for the Seventh Fire,
Christian Stewardship Fund, Inc., Groton, MA

Boston, MA Foundation of Youth, Luray, VA
Christians Building Urban Communities, Francophone Broadcasting Corporation,
Inc., Chicago, IL Woburn, MA

Friends of Atlantic Theatre Festival
Society, Ltd., Cohasset, MA

Friends of BHS Girls Ice Hockey, Inc.,
Boston, MA

Friends of CAP, Cranston, RI

Friends of North Star Academy Charter
School, Inc., Springfield, MA

Friends of the Capen-Reynolds Farm,
Inc., Stoughton, MA

Friends of the Holmes School Mural,
Inc., Westport, CT

Cindi Foundation, Coventry, RI

Civil War Roundtable of the Merrimack,
Inc., Newburyport, MA

Coachella Valley Society for the
Prevention of Cruelty to Animals,
Palm Desert, CA

Columbus County Dream Cntr., Inc.,
Whiteville, NC

Comite Pro Festival Latino-Americano
De Queens, Jackson Heights, NY

Community Collaborative of Bridgeport,
Inc., Bridgeport, CT

Community Eyecare Services, Ltd.,
Charlottesville, VA

Community Improvement Program, Inc.,

Refuge, Inc., Mashpee, MA
Friends of the Union for Infants

Roxbury, MA Friends of the West River Trail,
Community Mobilization Team, Inc., Jamaica, VT
Portland, ME Friends of the Wolfeboro Community

Community Organized Prevention Effort  Bandstand, Inc., Wolfeboro, NH
(COPE), Deerfield, NH Friends of the Yankee Brass, Inc.,

Companion Resource Corp., Buffalo, NY White River Jct, VT

Compost Charitable Corporation, Gamma ETA Educational Foundation,
Jamaica Plain, MA Inc., Tallahasee, FL
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Gateway Babe Ruth League, Inc.,
Wareham, MA

Geauga County Mounted Unit, Inc.,
Novelty, OH

GLO of Hartford, Inc., Hartford, CT

Global Commission to Fund the United
Nations, St. Augustine, FL

Gloucester Fishermans Wives
Development Programs, Inc.,
Gloucester, MA

Goshen Soccer Club, Inc.,
Torrington, CT

Greater New York Association of
Holocoust, Woodsburgh, NY

Emanuel Baptist Church Jamaica Squaréreen Olive Tree, Inc., Crozet, VA

Greenforest Community Development,
Incorporated, Decatur, GA

Dr. Grover C. Hunter University of
North Carolina Dental Trust Fund,
Atlanta, GA

H3, Inc., Cambridge, MA

Happy Prayer House, Tehachapi, CA

Harrington School Foundation,
American Fork, UT

Haven, Inc., Braintree, MA

He is the Bright and Morning Star
Ministries, Milwaukee, WI

Heartstone Alzheimers Foundation, Inc.,
Wellesley, MA

Henry & Yorelis Alvarez Ministries, Inc.,
Weslaco, TX

Heritage Preservation Committee of
Monroe, Inc., Monroe, NY

Hispanic Association for Bilingual
Literacy and Education of Conn., Inc.,
Southington, CT

Hockey for Caribou, Caribou, ME

Hodges Village Environmental
Education Association, Oxford, MA

Holyoke Power, Inc., Holyoke, MA

Hope Ministries, Inc., Medford, MA

Houses to Homes, Inc., Somerville, MA

Hudson Highlands Music Festival, Inc.,
Garrison, NY

Institute for Fundamental Sciences,
Irvine, CA

Friends of the Mashpee National WildlifeInterfaith Council for Elders, Inc.,

Needham, MA
Interfaith Volunteer Caregivers of

Protection in Lebanon, Rego Park, NY Greater Bridgeport, Inc.,

Bridgeport, CT

Israel Center for International
Environmental Studies-US, Inc.,
Needham, MA

Itasca Rotary Student Partnership,
Grand Rapids, MN

Jamaica Plain Youth Soccer, Inc.,
Jamaica Plain, MA
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Jeffrey P. Nelen Memorial Golf
Tournament, Inc., Springfield, MA

Jessi’s Gift, Biddeford, ME

Just Do It Youth Services, Oakland, CA

Karnei Shomrom Foundation, Inc.,
New York, NY

Knox Booster Club, Knox, ME

Laborers in the Harvest, Inc.,
Magnolia, AR

Las Manos Foundation, Healdsburg, CA  Basketball, Alameda, CA

Ledyard Girls Softball League,
Ledyard, CT

Life Enhancement Seminars, Inc.,
Wynnwood, PA

Lincoln Little League, Inc., Lincoln, RI

Linda McDonald Ministries,
Castle Rock, CO

Lords Manna, Los Angeles, CA

Loring Memorial Park Development
Association, Inc., Portland, ME

Lubbock Therapeutic Center, Inc.,
Lubbock, TX

Lunenburg Hockey Association,
Lunenburg, MA

Lyceum Educational Corporation,
Milford, CT

Manderlee Productions, Inc.,
Rocky Hill, CT

Mariana Braceti and Rincon De Gautier
Institute, Inc., Springfield, MA

Marion Road Athletic Association,
Macon, GA

Matthew Twenty-Five Foundation, Inc.,
Arlington, TX

Melrose East New Directions, Inc.,
Baton Rouge, LA

Meriden Arts Council, Inc., Meriden, CT

Metro IAF, Inc., Rego Park, NY

Micah Foundation, Highland Park, IL

Middlesex Law Libraries Foundation,
Inc., Cambridge, MA

Milford Pop Warner Association, Inc.,
Milford, MA

Minority Business Association, Inc.,
Burlington, VT

Mission Impossible, Spanaway, WA

Missisquoi Health Center, Swanton, VT

Montesano Football Parents Club,
Montesano, WA

Move Over Broadway Productions, Inc.,
Canfield, OH

National Affordable Housing Foundation
Charlotte Il, Inc., Boston, MA

National Housing & Development Non-
Profit Corporation, Hartford, CT

NCOBPS, Inc., North Oaks, MN

New England Corporate Aids
Consortium, Inc., Lexington, MA

200044 I.R.B.

New Hampshire Harm Reduction
Alliance, Manchester, NH

New Traveller Fund, Santa Monica, CA

New York Presbytery of the Korean
Presbyterian Church in America,
Staten Island, NY

North Andover 350th Anniversary,
North Andover, MA

North Coast Express Academy of

Provincetown Repertory Theatre, Inc.,
Provincetown, MA
Public Utility Policy Institute,
Concord, NH
Quincy Transportation, Inc., Quincy, MA
Raylynmor Opera, Peterborough, NH
Red Ribbon Foundation, Inc.,
Greenwich, CT
Revived Theatre Inc., Those People Who
Put on Plays, Seekonk, MA
Rhode Island Committee for Non-
Violence Initiatives, Inc.,
Providence, RI
Rhode Island Council of Family
Mediators, Warwick, RI
Rising Stars Therapeutic Riding, Inc.,
W. Hartford, CT
Riverside Academy, Ltd., Lowell, MA
Rosh Hodesh Exchange, Somerville, MA
Roundtable Center, Portland, ME

North Country Thresholds & Decisions
NCTD, Enfield, NH

North Suffolk Foundation, Inc.,
Smithtown, NY

Northern New England Transplant
Alliance, Portland, ME

Norwich Communications and
Technology Learning Center, Inc.,
Norwich, CT

Optimist International Chester South
Chester Pennsylvania Club, Roxbury South End Tenants Association,
Chester, PA Inc., Boston, MA

Orange County Pro Bono Legal ServicesRural Opportunity Fund, Poteau, OK
Inc. Goshen, NY Rural School and Community Trust,

Orford Village Housing Development Washington, DC
Corporation, Manchester, CT Sabor Foundation, San Antonio, TX

Organization for the Poor People in HaitiSabrinnas Angels, Carmel, NY
Inc., S. Ozone Pk, NY Scandanavian Collectors Club,

Otter Creek Research Corporation, Rockville, MD
Springport, MI Schoolworks Foundation, Inc.,

Otter Valley Football Club, Ltd., Westport, CT

Brandon, VT Seeds of Change Education Fund, Inc.,
Owen L. Wells Foundation, Inc., Somerville, MA
Boston, MA Sellecca-Tesh Foundation for the

Ozark Harvest, Inc., Gravette, AR
Mike Pagliarulo Foundation, Inc.,
Winchester, MA SHA Development Corp, Seymour, CT

Pentucket Regional School District Shiloh Manor, Inc., Middletown, CT
Parent Alliance, Inc., W. Newbury, MA Shots Across Texas Coalition, Austin, TX
People Helping People, Inc., Siloam Mission Worldwide,
Newport, VT Los Angeles, CA
People Promoting Progress, Inc., Society Affects Students, Incorportated,

Forgotten Generation, Los Angeles,
CA

Los Angeles, CA Middletown, RI
Phase | Recovery House, Inc., Southeastern Area Lacrosse, Inc.,
Brattleboro, VT Mystic, CT

Philadelphia Center for Organizational
Dynamics, Melrose Park, PA

Photography Preservation Society, Springfied Armory National Park, Tr,
St. Louis, MO Southport, CT

Pinardville Booster Club, Goffstown, NH Staff, Inc., North Haven, CT

PLAY, Inc., Lincoln, RI Stand By Me, Inc., Waterbury, CT

Pomfret Emergency Services Steven B. Fox Foundation, Inc.,
Corporation, N. Pomfret, VT Brattleboro, VT

Pregnancy Help Center of Wayne CountyStinesville Renaissance Group,
Goldsboro, NC Stinesuville, IN

Prison Families of New York, Inc., Stop the Violence, Olympia, WA
Albany, NY Strong-Cuevas Foundation, Inc.,

Project Play, Inc., North Haven, CT New York, NY

Spirit of Truth Foundation,
Washington, DC
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Stylettes Drill Team and Drum Corp,
West Haven, CT

Suffolk County Society for the PreventionWilling to Help, Chicago, IL
of Cruelty to Animals, Huntington, NY Windhorse Publications USA,

Team Connecticut, New Haven, CT

Technology for Learning, Inc.,
Providence, RI

Tender Loving Care Mercy Ministries,
Detroit, Ml

Theatre for Dramatic Development,
New York, NY

Thoughtform Research Institute,
Bountiful, UT

Transcription Technologies, Inc.,
Vernon, CT

Tri County Partnership, Inc.,
Spencer, WV

Tripod Foundation, Williamstown, MA

U.S. Peace 2000, Nashville, TN

Vera Arterburn Memorial Scholarship
Fund, Inc., Glastonbury, CT

31 Verdun St., Inc., Dorchester, MA

Vermont Center Economic
Environmental & Social Justice, Inc.,
Burlington, VT

Vermont Financial Research Institute,
Burlington, VT

Vetiver Network, Bellingham, WA

Vineyard Initiative for Teaching &
Alternative Education, Inc.,
Oak Bluffs, MA

Virtual Reality Foundation, Inc.,
Cambridge, MA

Virtually Wired Educational Foundation,

Boston, MA

Vital Live Center for Adolescence,
Lake Forest, CA

Vitas Gerulaitis Youth Foundation,
New York, NY

Walk the Walk Trust, Bayside, NY

Walnut Square Tower Clock Foundation,

Inc., Haverhill, MA

Wareham Babe Ruth League, Inc.,
Wareham, MA

Warmline of Northeastern Connecticut,
Inc., Willimantic, CT

Watson Park Playground Project, Inc.,
E. Braintree, MA

Wedum-Presbyterian Homes Affordable

Housing, Inc., Arden Hills, MN
West Point Park and Recreation
Association, West Point, CA
Westside Girls Softball, Pueblo, CO
What Would Jesus Do, Inc.,
Citrus Heights, CA
Wheel-eez, Inc., Feeding Hills, MA
Widowed Persons Service of Greater
Bridgeport, Inc., Fairfield, CT
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Widowed Persons Service of Marion SUPPLEMENTARY INFORMATION:

County, Inc., Silver Springs, FL .
Y pring Need for Correction

As published, the final regulations (TD

Missoula, MT 8897, 2000-36 I.R.B. 234) contain errors
Winter Park Christian School, Inc., that may prove to be misleading and are
Fraser, CO in need of clarification.

WIT Productions, Inc., Boston, MA

Women and Children First, Inc.,
Wallingford, CT

Worchester Institute of Contemporary
Issues & Affairs, Inc., Worchester,
MA

Word Ambassadors, Fort Worth, TX

WSC Community Development Corp.,
Philadelphia, PA

Yella Gal Productions, Huntsville, AL

Correction of Publication

Accordingly, the publication of the final
regulations (TD 8897), which were the sub-
ject of FR Doc. 00-21103, is corrected as
follows:

1. On page 50638, column 3, in the pre-
amble under the paragraph heading, “Back-
ground”, line 3, the language proposed

Zion C iy E t Cent rulemaking (REG-208151-91) is corrected
'on Lommunity Empowerment Lentel.y, yead “proposed rulemaking (REG-

College Park, GA 209316-86)".

.ltf a_nforgartlllzatlt%n t“Sted akzovttre] sub- 2. On page 50640, column 3, paragraph
nmIV\S/ lln c;rir?a |?n if? \za:an s ebrl?'l, line 14, the language “I.R.B. (Sept. 5,
ewal ot 1is classiiication as a pu C2000)) issued” is corrected to read “I.R.B.

charity or as a private operating founda; . i
tion, the Internal Revenue Service wiflil256 (Sept. 5, 2000)) issued”.

issue a ruling or determination lettePart 1-[CORRECTED]

with the revised classification as to

foundation status. Grantors and contrib§1'263A_1 [CORRECTED]

utors may thereafter rely upon such rul-

ing or determination letter as provided 3. On page 50644, column 2, in

in section 1.509(a)-7 of the Income Taxamendatory instruction Par. 5., remove item
Regulations. It is not the practice of thelesignations for items “1.” and “2.” and

Service to announce such revised classiorrectly designate the items “2.” and “3.”,

fication of foundation status in the Interrespectively.

nal Revenue Bulletin. .
Add new item “1.” to read as follows:

1. The last sentence of paragraph
(@)(3)(v) is revised.

4. On page 50644, column 2, 81.263A-
1, remove the five asterisks following the
Announcement 2000-88 section heading and add the following lan-

guage for the last sentence of paragraph
AGENCY: Internal Revenue Service(a)(3)(v) to read as follows:
(IRS), Treasury.

Rules for Property Produced in
a Farming Business; Correction

81.263A-1 Uniform capitalization of costs.
ACTION: Correction to removal of

final regulations.

SUMMARY: This document contains See sections 263A(d) and

corrections to a removal of final regulapg3a(e) and §1.263A-4 for rules relating to

tions relating to the application of SeCtaxpayers engaged in a farming business.
tion 263A of the Internal Revenue Code

to property production in the trade or
business of farming. This documen§1_263A_4 [CORRECTED]
was published in th&ederal Register
on August 21, 2000 (65 F.R. 50638).

(a)***
3***

V* * *

* *

5. On page 50644, column 3, 81.263A-
EFFECTIVE DATE: August 21, 2000 - Paragraph (2)(2)(i)(B), line 3, the lan-
guage “disbursements method under sec-
FOR FURTHER INFORMATION tion” is corrected to read “disbursements
CONTACT: Grant D. Anderson (202)method of accounting (cash method)
622-4970 (not a toll-free number). under section”.
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6. On page 50648, column 3, § 1.263A- Cynthia E. Grigsby, (Filed by the Office of the Federal Register on Octo-
4, paragraph (d)(2), line 5 from the top of Chief, Regulations Unit, Per 13, 2000, 8:45 a.m., and published in the issue of
the column, the language “required to useOffice of Special Counsel (Modernizatiorishleogsderal Register for October 16, 2000, 65 F.R.
the accrual method” is corrected to read & Strategic Planning).

“required to use an accrual method”.
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Definition of Terms

Revenue rulings and revenue procedurgdies to both A and B, the prior ruling isnew ruling does more than restate the
(hereinafter referred to as “rulings”) that modified because it corrects a publishedubstance of a prior ruling, a combination
have an effect on previous rulings use thgosition. (Compare witlamplifiedand of terms is used. For examplmodified
following defined terms to describe thelarified, above). and supersedediescribes a situation
effect: Obsoleteddescribes a previously pub-where the substance of a previously pub-
Amplified describes a situation wherelished ruling that is not considered detertished ruling is being changed in part and
no change is being made in a prior pubminative with respect to future transacis continued without change in part and it
lished position, but the prior position istions. This term is most commonly useds desired to restate the valid portion of
being extended to apply to a variation oin a ruling that lists previously publishedthe previously published ruling in a new
the fact situation set forth therein. Thustulings that are obsoleted because afiling that is self contained. In this case
if an earlier ruling held that a principlechanges in law or regulations. A rulingthe previously published ruling is first
applied to A, and the new ruling holdsmay also be obsoleted because the sutmodified and then, as modified, is super-
that the same principle also applies to Bstance has been included in regulatiorseded.
the earlier ruling is amplified. (Comparesubsequently adopted. Supplementeds used in situations in
with modified below). Revokedlescribes situations where thavhich a list, such as a list of the names of
Clarified is used in those instancegosition in the previously published rul-countries, is published in a ruling and
where the language in a prior ruling isng is not correct and the correct positiothat list is expanded by adding further
being made clear because the languagebeing stated in the new ruling. names in subsequent rulings. After the
has caused, or may cause, some confu-Supersededescribes a situation whereoriginal ruling has been supplemented
sion. It is not used where a position in éhe new ruling does nothing more thamseveral times, a new ruling may be pub-
prior ruling is being changed. restate the substance and situation oflished that includes the list in the original
Distinguisheddescribes a situation previously published ruling (or rulings).ruling and the additions, and supersedes
where a ruling mentions a previouslyThus, the term is used to republish undeal prior rulings in the series.
published ruling and points out an esserthe 1986 Code and regulations the same Suspendeds used in rare situations to
tial difference between them. position published under the 1939 Codshow that the previous published rulings
Modified is used where the substancand regulations. The term is also usedill not be applied pending some future
of a previously published position iswhen it is desired to republish in a singlaction such as the issuance of new or
being changed. Thus, if a prior rulingruling a series of situations, names, etcamended regulations, the outcome of
held that a principle applied to A but nothat were previously published over a pecases in litigation, or the outcome of a
to B, and the new ruling holds that it apfiod of time in separate rulings. If theService study.

E.O—Executive Order. PHC—Personal Holding Company.

Abbre‘" atlons ER—Employer. PO—Possession of the U.S.

ThelfoIIow(ijng_ﬁlbbreviati‘ons in C'UrlrenthL'jSI'e] ?jn_d f?]r'ERISA—Employee Retirement Income Security Act.PR—Partner.
merly used will appear in material published in the_, PRS_Partnership.

Bulletin.

F—Fiduciary. PTE—Prohibited Transaction Exemption.
A—Individufe\I. FC—Foreign Country. Pub. L—Public Law.
Acq.—Ac.qwescence. FICA—Federal Insurance Contributions Act. REIT—Real Estate Investment Trust.
B—Inleldu.a.I. FISC—Foreign International Sales Company. Rev. Proc—Revenue Procedure.
BE—Beneficiary. FPH—Foreign Personal Holding Company. Rev. Ruk—Revenue Ruling.
:ﬁ;‘i‘;ﬁérd of Tax Appeals. F.R—Federal Register. S—Subsidiary.
C—individual. FUTA—Federal Unemployment Tax Act. S.P.R—Statements of Procedural Rules.

C.B—Cumulative Bulletin.
CFR—Code of Federal Regulations.
Cl—City.

COOPR—Cooperative.

Ct.D—Court Decision.

CY—County.

D—Decedent.

DC—Dummy Corporation.
DE—Donee.

Del. Order—Delegation Order.

DISG—Domestic International Sales Corporation.

DR—Donor.
E—Estate.
EE—Employee.
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FX—Foreign Corporation.

G.C.M—Chief Counsel’s Memorandum.

GE—Grantee.

GP—General Partner.
GR—Grantor.
IC—Insurance Company.
|.R.B—Internal Revenue Bulletin.
LE—Lessee.

LP—Limited Partner.
LR—Lessor.

M—Minor.
Nonacg—Nonacquiescence.
O—Organization.

P—Parent Corporation.

Stat—Statutes at Large.
T—Target Corporation.
T.C—Tax Court.
T.D—Treasury Decision.
TFE—Transferee.
TFR—Transferor.
T.I.R—Technical Information Release.
TP—Taxpayer.

TR—Trust.

TT—Trustee.

U.S.C—United States Code.
X—Corporation.
Y—Corporation.
Z—Corporation.

200044 I.R.B.



Numerical Finding List!
Bulletins 2000-27 through 2000-43

Announcements:

Proposed Regulations—Continued

REG-103735-00, 2000-36 |.R.B58
REG-103736-00, 2000-36 |.R.B58
REG-108522-00, 2000-34 |.R.B87
REG-112502-00, 2000-40 |.R.816
REG-114697-00, 2000-43 |.R.&21

2000-57, 2000-28 1.R.A15
2000-58, 2000-30 I.R.AL35
2000-59, 2000-29 I.R.B.20
2000-60, 2000-31 I.R.B49
2000-61, 2000-30 I.R.B.36
2000-62, 2000-30 I.R.BL37
2000-63, 2000-31 I.R.B49
2000-64, 2000-31 I.R.B49
2000-65, 2000-31 I.R.A50
2000-66, 2000-32 I.R.BL60
2000-67, 2000-32 1.R.B.60
2000-68, 2000-32 |.R.A61
2000-69, 2000-33 I.R.A.83
2000-70, 2000-34 |.R.204
2000-72, 2000-35 I.R.R226
2000-73, 2000-35 I.R.230
2000-74, 2000-35 I.R.R230
2000-75, 2000-37 |.R.E268
2000-76, 2000-36 I.R.E260
2000-77, 2000-36 I.R.E260
2000-78, 2000-43 I.R.B28
2000-79, 2000-39 I.R.BBO3
2000-80, 2000-40 I.R.BB20
2000-81, 200041 |.R.BB48
2000-82, 2000-42 1.R.BB85
2000-83, 200041 |.R.B3B48
2000-84, 2000-42 1.R.BB85
2000-85, 200043 I.R.B29

Court Decisions:
2068, 2000-28 1.R.BLO9

Notices:

2000-33, 2000-27 I.R.B®7

2000-34, 2000-33 I.R.BL72
2000-35, 2000-29 I.R.B18
2000-36, 2000-33 I.R.BL73
2000-37, 2000-29 1.R.B18
2000-38, 2000-33 I.R.BL74
2000-39, 2000-30 I.R.A.32
2000-40, 2000-30 I.R.BL.34
2000-41, 2000-33 I.R.B.77
2000-42, 2000-39 I.R.B0O2
2000-43, 2000-35 I.R.R09
200044, 2000-36 I.R.E255
2000-45, 2000-36 I.R.E256
200046, 2000-37 I.R.E265
2000-48, 2000-37 I.R.R65
200049, 2000-37 I.R.E266
2000-50, 2000-38 I.R.E291
2000-51, 2000-38 I.R.291
2000-52, 2000-38 I.R.R292
2000-53, 2000-38 I.R.E293
2000-54, 2000-42 1.R.BB56
2000-55, 200043 I.R.B93
2000-56, 2000-43 1.R.BB93
2000-57, 200043 |.R.BB89

Proposed Regulations:

REG-209038-89, 2000-34 |.R.B91
REG-105316-98, 2000-27 |.R.88

REG-110311-98, 2000-36 |.R.B58
REG-103805-99, 200042 |.R.B/6
REG-116495-99, 2000-33 I.R.Br9

Railroad Retirement Quarterly Rate:

2000-28, I.R.B112
2000-29, I.R.B117
2000-42, .R.B354

Revenue Procedures:

2000-28, 2000-27 I.R.BO

2000-29, 2000-28 I.R.B13
2000-30, 2000-28 I.R.B13
2000-31, 2000-31 I.R.B46
2000-32, 2000-33 I.R.BL72
2000-33, 2000-36 I.R.257
2000-34, 2000-34 |.R.BL86
2000-35, 2000-35 I.R.R11
2000-36, 2000-37 I.R.267
2000-37, 2000-40 I.R.EBB08
2000-38, 200040 I.R.B810
2000-39, 2000-41 I.R.BB40
2000-40, 200042 |.R.B57
2000-41, 2000-42 .R.B71
2000-42, 200043 |.R.BB94
2000-43, 2000-43 I.R.BLO4
2000-44, 200043 I.R.B09
2000-45, 2000-43 I.R.B17

Revenue Rulings:

2000-32, 2000-27 I.R.A.

2000-33, 2000-31 I.R.BA42
2000-34, 2000-29 I.R.B16
2000-35, 2000-31 I.R.B.38
2000-36, 2000-31 I.R.B40
2000-37, 2000-32 I.R.B56
2000-38, 2000-32 I.R.B57
2000-39, 2000-34 |.R.B84
2000-40, 2000-35 I.R.R08
200041, 2000-36 I.R.E248
2000-42, 2000-39 I.R.R97
200043, 200041 I.R.B33
2000-44, 200041 |I.R.B36
200045, 200041 I.R.B37
2000-46, 200041 |.R.B34
2000-47, 2000-37 |.R.E264
2000-48, 200042 |.R.B49

Treasury Decisions:

8886, 2000-27 |.R.B3

8888, 2000-27 I.R.B3

8889, 2000-30 I.R.B124
8890, 2000-30 I.R.BL22
8891, 2000-32 |.R.B152
8892, 2000-32 I.R.BL58
8893, 2000-31 I.R.B143
8894, 2000-33 I.R.BL62
8895, 2000-40 |.R.B304
8896, 2000-36 1.R.B249
8897, 2000-36 |.R.B234
8898, 2000-38 I.R.B276
8899, 2000-38 |.R.B288
8900, 2000-38 I.R.B279
8901, 2000-38 I.R.R272
8902, 2000-41 1.R.B323
8903, 2000-42 |.R.B352
8904, 2000-42 1.R.B350

1 A cumulative list of all revenue rulings, revenue

procedures, Treasury decisions, etc., published in
Internal Revenue Bulletins 20001 through 2000-26
is in Internal Revenue Bulletin 2000-27, dated July

3, 2000.

200044 I.R.B.

October 30, 2000



Finding List of Current Actions on

Previously Published Items!
Bulletins 2000-27 through 2000-43

Notices:

87-76
Obsoleted by
T.D. 8897, 2000-36 |.R.R234

88-24
Obsoleted by
T.D. 8897, 2000-36 |.R.R234

88-86
Obsoleted by
T.D. 8897 (section V), 2000-36 |.R.B34

2000-48
Superseded by
Rev. Proc. 2000-39, 200041 |.RBL0

Proposed Regulations:

LR-97-79

Partial withdrawal by

REG-103805-99, 2000-42 |.R.B/6
Fl-42—90

Withdrawn by

Announcement 2000-63, 2000-31 |.R129
I1A-38-93

Withdrawn by

Announcement 2000-68, 2000-32 |.R1B1

REG-107644-98
Corrected by
Announcement 2000-66, 2000-32 |.R1B0

REG-108522-00
Corrected by
Announcement 2000-85, 2000-43 I.R429

Revenue Procedures:

88-23
Superseded by
Rev. Proc. 2000-35, 2000-35 |.RA1

98-50
Modified and superseded by
Rev. Proc. 2000-31, 2000-31 .RBL6

98-51

Modified and superseded by

Rev. Proc. 2000-31, 2000-31 |.RBL6
99-18

Modified by

Rev. Proc. 2000-29, 2000-28 .RH3
99-34

Superseded by

Rev. Proc. 2000-28, 2000-27 |.R®

99-49

Modified and amplified by

Rev. Proc. 2000-38, 2000-40 I.RR.0
2000-9

Superseded by
Rev. Proc. 2000-39, 2000-41 .R®BL0

Treasury Decisions:

8873
Corrected by
Announcement 2000-74, 2000-35 |.R230

1 A cumulative list of current actions on previously

Treasury Decisions—Continued

8883
Corrected by
Announcement 2000-57, 2000-28 |.R1B5

8884

Corrected by

Announcement 2000-73, 2000-35 |.R230
8892

Corrected by
Announcement 2000-81, 2000-41 |.R3#3

published items in Internal Revenue Bulletins
2000-1 through 2000-26 is in Internal Revenue

Bulletin 2000-27, dated July 3, 2000.

October 30, 2000

200044 I.R.B.



ravers Umted States Government

o [NFORMATION

PUBLICATIONS % PERIODICALS % ELECTRONIC PRODUCTS

Order processing code

New Deposit Account?

%& Check here [_]

* 3333 Publications Subscriptions
Price | Total -
Qty| Stock Number Title Each | Price Qtyl List ID Title Eggﬁ -FE?iE:aé
021-066—-00005-2 |Subject Bibliography listing IRB Internal Revenue Bulletin $170
Cum. Bulletins available thru 1998-2 FREE |FREE Optional — Add *50 to open Deposit Account.
048-004-02333—4Cum. Bulletin 1994-2 (July-De) 62 Also check box in Lpper right,
048-004-02335-1 |Cum. Bulletin 1995-1 (Jan-June) 63 Total for Subscriptions
048--004-02338-5 |Cum. Bulletin 1995-2 (July-Dec) 58
048-004-02366—1Cum. Bulletin 1996-1 (Jan-June) 77 Total for Publications and Subscriptions
048-004-02376-8 |Cum. Bulletin 1996-2 (July-Dec) 57
048-004-02384—9|Cum. Bulletin 1996-3 (1996 Tax Legislation)| 84
048-004-02385—7 |Cum. Bulletin 1997-1 (Jan-June) 75
048-004-02397-1 {Cum. Bulletin 1997-2 (July-Dec) 68
048-004-02424—1 |Cum. Bulletin 1997-3 62
048-004-02425~0 |Cum. Bulletin 1997-4 Vol. 1 74
048-004-02430-6 |Cum. Bulletin 1997-4 Vol. 2 76 Check method of payment:
048-004-02405-5 |Cum. Bulletin 1998-1 (Jan-June) 86 Q Check payable to Superintendent of Documents
048-004-02422-5 {Cum. Bulletin 1998-2 (July-Dec) 70 _
Q Deposit Account (T T T T T I-1]
Q VISA 0O MasterCard Q Discover/NOVUS

Total for Publications

Standing Order Service *

To automatically receive future editions of Internal Revenue
Cumulative Bulletins without having to initiate a new
purchase order, sign below for Standing Order Service.

Standing
Qty. Order Title
ZIRSC Internal Revenue Cumulative Bulletins

Authorization

| hereby authorize the Superintendent of Documents to charge
my account for Standing Order Service:

{enter account information at right)
D VISA D MasterCard D Discover/NOVUS

D Superintendent of Documents Deposit Account

Authorizing signature (Standing orders not valid unless signed.)

Please print or type your name.

Daytime phone number ( )

SuDocs Deposit Account

A Deposit Account will enable you to use Standing Order Service to receive
subsequent volumes quickly and automatically. For an initial deposit of $50
you can establish your Superintendent of Documents Deposit Account.

D YES' Open a Deposit Account for me so | can order future
publications quickly and easily. I'm enclosing the *50 initial deposit.

I EEEEEEEEE e .

[ T T T Jtexpiration date) Thank you for your order!
Authorizing signature 7/00
Company or personal name (Please type or print)

Additional address/attention line

Street address

City, State, Zip code

Daytime phone with area code

E-mail address

Purchase order number {optional)

* Standing Order Service

Just sign the authorization above to charge selected items to your existing
Deposit Account, VISA, or MasterCard Discover/NOVUS account. Or open a
Deposit Account with an initial deposit of $50 or more. Your account will be
charged only as each volume is issued and mailed. Sufficient money must be
kept in your account to insure that items are shipped. Service begins with the
next issue released of each item you select.

You will receive written acknowledgement for each item you choose to
receive by Standing Order Service.

If you wish to cancel your Standing Order Service, please notify the
Superintendent of Documents in writing (telephone cancellations are accepted
but must be followed up with a written cancellation within 10 days).

Important: Please include this completed order form with your payment.



INTERNAL REVENUE BULLETIN

The Introduction at the beginning of this issue describes the purpose and content of this publication. The weekly Intareal Reve
Bulletin is sold on a yearly subscription basis by the Superintendent of Documents. Current subscribers are notified by the
Superintendent of Documents when their subscriptions must be renewed.

CUMULATIVE BULLETINS

The contents of this weekly Bulletin are consolidated semiannually into a permanent, indexed, Cumulative Bulletin. These are
sold on a single copy basis am@ notincluded as part of the subscription to the Internal Revenue Bulletin. Subscribers to the week-
ly Bulletin are notified when copies of the Cumulative Bulletin are available. Certain issues of Cumulative Bulletinsfgsgrgut o
and are not available. Persons desiring available Cumulative Bulletins, which are listed on the reverse, may purchaseiteem from
Superintendent of Documents.

ACCESS THE INTERNAL REVENUE BULLETIN ON THE INTERNET

You may view the Internal Revenue Bulletin on the Internet at ywa/gov Select Tax Info for Business at the bottom of the
page. Then select Internal Revenue Bulletins.

INTERNAL REVENUE BULLETINS ON CD-ROM

Internal Revenue Bulletins are available annually as part of Publication 1796 (Tax Products CD—ROM). The CD—ROM can be
purchased from National Technical Information Service (NTIS) on the Internet airsgar/cdordergdiscount for online orders)
or by calling 1-877-233-6767. The first release is available in mid-December and the final release is available in late January

HOW TO ORDER

Check the publications and/or subscription(s) desired on the reverse, complete the order blank, enclose the proper remittance
detach entire page, and mail to the Superintendent of Documents, P.O. Box 371954, Pittsburgh, PA 15250-7954. Please allow twc
to six weeks, plus mailing time, for delivery.

WE WELCOME COMMENTS ABOUT THE
INTERNAL REVENUE BULLETIN

If you have comments concerning the format or production of the Internal Revenue Bulletin or suggestions for improving it, we
would be pleased to hear from you. You can e-mail us your suggestions or comments through the IRS Internet Home Page
(www.irs.gov) or write to the IRS Bulletin Unit, W:CAR:MP:FP, Washington, DC 20224.

Internal Revenue Service
Washington, DC 20224

Official Business
Penalty for Private Use, $300




